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CONTROL OF INTERSTATE TRANSMISSION 
OF ELECTRICITY 


By F. G. CRAWFORD 


trical energy is one of the problems 

which confront those interested in 
the future of public control of power in 
this country. The practice of intercon- 
nections by means of high tension trans- 
mission lines has become so important 
both within the boundaries of a single 
state and across state lines that it has 
developed new problems of the greatest 
importance. The organizers of the hold- 
ing company saw the possibility of 
interconnection and out of this grew the 
legal questions involved in the trans- 
portation of electricity across a state 
boundary. 

The need of such regulation is by no 
means hypothetical, as will appear from 
the following illustration. In 1922 North 
Carolina suffered from a drought which 
decreased the supply of electricity so 
materially that street cars could not run 
and homes were in darkness. In Georgia 
there was no power to spare. The same 


erp transmission of elec- 





11t is reported that interconnecting systems make it 
possible now to relay power from the Atlantic seaboard 
to the Mississippi River. 





was true of Alabamaj but at Muscle 
Shoals power was available by using 
the steam plant of the national ‘govern- 
ment. The Alabama Power Company 
relayed its power to Georgia. Georgia 
relayed its power to North Carolina, 
while Alabama was supplied by the 
Muscle Shoals steam plant. A catas- 
trophe was averted. This shows the 
possibility of a complete hook-up so that 
the available resources of one area may 
be used in another.? 

A somewhat similar situation existed 
in the northeastern states five years ago 
when an investigation was made by a 
special conference called for the purpose 
of outlining a program for better state 
and federal cooperation.2 The area 
under consideration covered the states 
of Maine, New Hampshire, Vermont, 
Massachusetts, Connecticut, Rhode Is- 
land, New York, Pennsylvania, New 
Jersey, Delaware and Maryland and the 
District of Columbia. This area, which 





2 The Secretary of Commerce and the chairmen of 
11 public utility commissions and representatives of the 
Federal government participated in the conference. 
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has 40% of the country’s population, 
consumed 50% of the kilowatt hours in 
1923 and produced and operated 70% 
of the primary power of the country. 

It was reported that in the 11 states 

nearly 200 utility companies were en- 
gaged in power production and distribu- 
tion with many of them under common 
ownership. Of these 45% were actually 
interconnected but only 8% of the inter- 
connections had a capacity sufficient for 
effective interchange of power. Thus it 
appeared five years ago that the prin- 
ciple of interconnection applied to nearly 
half the above area. It may be reason- 
ably assumed that in the last five years 
such interconnections have steadily in- 
creased. The committee of the con- 
ference expressed the opinion that early 
and effective interconnection of the 
utility systems would result in great 
economies in cost of production. The 
economies effected would comprise: 

a. Reduction of the amount of re- 
serve equipment; 

b. Better average load factor through 
pooling of daily and seasonal load 
variation and wide diversification 
of use through increased industrial 
consumption; 

c. More security in power supply 
against interruption by strikes, 
storms, failure of transportation 
and equipment; 

d. Available water power could be 
much more advantageously used; 

e. Interconnection would make use of 
secondary water power; 

f. Power would be available to meet 
growing demands. 

Interconnections of this character will 

become the more imperative when those 
great reservoirs of power, Muscle Shoals, 
Boulder Dam, Columbia and St. Law- 
rence Rivers, have once begun to pro- 
duce electrical energy. The best and 


most economical utilization of this output 
will undoubtedly entail interstate trans- 
mission. 

A study prepared by the Bureau of 
Business Research of Harvard Uni- 
versity in 1926 showed that 9.06% of the 
total power generated in the United 
States was transported in interstate 
commerce. When this report is analyzed, 
it shows that 12 states export between 
Io and 20% of the power generated 
within their borders, five between 20 and 
50%, and one (Idaho) exports 63% and 
one (Vermont) 92%. When the figures 
of importations are examined, the report 
shows that eight import from Io to 20%, 
four from 20 to 30%, while Maryland 
imports 74.7%, Mississippi, 98.1% and 
three states import over 100% of the 
power they themselves generate. This 
means that over half of the power used 
within their borders is imported. As a 
result of this analysis the figure of 
9.06% does not truly describe the situa- 
tion. The problem in these states men- 
tioned is so important that a nation-wide 
average fails to indicate the true picture. 
The data in regard to interstate power 
lines are also significant. In 1926, 453 
interstate power lines were in operation. 
Of these, 152, or 33.6%, were placed in 
operation during 1924, 1925 and 1926. 
Unfortunately this study has not been 
brought down to date. The best in- 
formed men in the field believe that 
interstate transmission has continued 
to increase at a rapid rate. 


Interstate transmission occurs under 
two circumstances. It may consist of 
the transmission and sale of energy 
produced in one state and furnished 
directly to consumers in another state 
or it may consist of the transmission and 
sale in wholesale quantities to a dis- 
tributing company in a second state. 
The first set of conditions is illustrated 
by Pennsylvania Gas Company v. Public 
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Service Commission of New York The 
Pennsylvania Gas Company transmitted 
natural gas from the source of supply in 
Pennsylvania to a city in New York 
where the Company sold at retail to 
local consumers. The court held that 
the New York Commission could regu- 
late the rates because the commodity 
regulated was local in its nature al- 
though a part of an interstate trans- 
mission. The court further maintained 
that this local service did not require 
general and uniform regulation of rates 
by congressional action, even if the local 
rates might affect the interstate business 
of the Company. This case might be 
characterized as a situation where a com- 
pany was engaged in a retail business 
across a state line. This same rule would 
undoubtedly be applied to electricity if 
a similar situation should arise. 

The second set of conditions is illus- 
trated by Public Utilities Commission of 
Rhode Island v. Attleboro Steam and 
Electric Company’, known as the Attle- 
boro case. The Narragansett Electric 
Lighting Company in Rhode Island sold 
electricity to the Attleboro Company in 
Massachusetts for distribution to con- 
sumers in Massachusetts. The Public 
Utilities Commission of Rhede Island 
ordered the Narragansett Company to 
increase its rates on electricity sold to 
the Attleboro Company. The court 
ruled in this case that neither the state 
from which the electricity was trans- 
mitted nor the state into which the 
electricity was transmitted has any 
jurisdiction over the rate charged. This 
was a federal matter and would remain 
unregulated until the Federal govern- 
ment had acted. This case may be 
characterized as one which involved the 
wholesaling of electricity. This type of 
business remains, therefore, wholly un- 





3252 U.S. 23 (1929). 
$273 U.S. 83 (1927). 


regulated except with regard to the 
licensees of the Federal Power Commis- 
sion. 

What then are the possibilities for 
regulation of the wholesaling of elec- 
tricity? A number of plans have been 
proposed which merit discussion. 


I. Compact Method 


The Constitution provides that no 
state shall, without the consent of 
Congress, enter into any agreement or 
compact with another state or with a 
foreign power. It is extremely doubtful 
whether Congress could delegate to a 
group of states its exclusive jurisdiction 
over interstate commerce, through the 
approval of a compact which would 
have for its object the control of rates 
on wholesale sales of electricity to or 
from the states involved. Not only are 
constitutional questions an objection to 
the compact method of control but the 
jealousies of the states as well are a 
stumbling block. A proposed compact 
between New York, New Jersey and 
Pennsylvania in regard to power devel- 
opment failed to secure the approval 
of the New York delegates because of the 
fear that New York power might get 
outside the state. State jealousies were 
one of the major difficulties in the pas- 
sage of the Boulder Dam project. The 
compact may well be discarded as a 
possible solution. 


IT. State Regulation 


A second proposal is that the problem 
of interstate transmission might be 
solved by granting to state commissions 
the right to regulate rates where the 
transmission is of the Attleboro case 
type. Three possibilities exist. 

a. Congress may pass a law which 
would invest in the state commissions 
of the two states involved joint author- 
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ity to make the administrative rulings 
necessary to the case. Such a provision 
would raise the question of constitu- 
tionality. Can Congress grant to the 
state commissions an exclusive federal 
power? No categorical answer can be 
made. There are no precedents. In the 
Wabash Case® the court declined to 
allow the states to control interstate 
railroad rates even when Congress had 
not acted. In naturalization the state 
courts act as agents of the Bureau of 
Naturalization. In prohibition the 
Eighteenth Amendment grants concur- 
rent jurisdiction. The draft boards dur- 
ing the war were voluntary and patriotic 
organizations. The same was true of the 
fuel administrators, as well as the State 
Councils of National Defense. 

b. A second possibility is found in the 
report of the executive secretary of the 
Federal Power Commission for 1928. 
His proposal is as follows: 


“While the Commission has no definite 
recommendation to make at this time it 
has been suggested that this dilemma might 
be avoided > adopting a procedure similar 
to that provided in the Federal Water Power 
Act—that is, by conferring upon the states 
plenary jurisdiction to act individually in 
cases of the Pennsylvania Gas Company 
class and original jurisdiction to act jointly 
in cases of the Attleboro class, and by 
conferring upon some federal agency juris- 
diction to review on appeal the findings 
of state agencies in the latter class of cases. 
State agencies, more familiar with local 
conditions than any federal agency is likely 
to be, could hold hearings, take testimony, 
assemble evidence and determine the issues. 
The federal agency, having only appellate 
jurisdiction, would render its decisions upon 
the record presented without the necessity 
of taking new testimony or admitting new 
evidence. A procedure of this character 
would leave the final authority in cases in- 
volving more than one State where it prop- 
erly belongs, in the hands of the federal gov- 
ernment; would give to individual states the 





5 Wabash, St. Louis and Pacifie Ry Co. v. Illinois, 
118 U. S. 557 (1886). 


right to settle their own local problems; 
would give to two or more states the oppor- 
tunity of adjusting their own differences; 
and would avoid the necessity of overloading 
federal agencies with details or with matters 
that the states had better decide for them- 
selves.” 


The proposals to. grant to the state 
plenary jurisdiction in cases like the 
Pennsylvania Gas Company is un- 
necessary. This power is now being ex- 
ercised as a result of the court decision. 
The second part of the plan is more for- 
midable and it seems impossible to dis- 
tinguish between this and the compact 
plan proposed above. The essential 
difference is that the Federal Power 
Commission would become by law the 
first board of appeal and thus in a meas- 
ure relieve the Supreme Court of litiga- 
tion on utility disputes. 


c. The third possibility would be to 
grant to the Federal Power Commission, 
or other federal agency, original jurisdic- 
tion in all cases of the Attleboro class 
but allow that body to use as agents the 
state commissions involved in any given 
dispute. This would be similar to the 
method of the Bureau of Naturaliza- 
tion. The plan might avoid some con- 
stitutional difficulties. 


In all these plans one contingency is 
forgotten because of the constitutional 
complications. What will happen when 
the members of the two or more state 
commissions involved in an interstate 
case refuse to serve and refuse to enter 
into any cooperative arrangements? At 
that point these plans break down. The 
state commissions cannot be forced to 
act unless the removal power of a 
government be invoked. Since nearly 
half of the commissions are elective, 
even this remedy would not be available. 
Add to this the relative ineffectiveness 
of the state commissions and the con- 
fusion is even greater. 
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It would seem that the above pro- 
posals are half-hearted endeavors to 
solve a clear-cut issue. The Federal 
government can hardly avoid its re- 
sponsibility to the states by such 
methods. 


III. Federal Regulation 


A third solution is that the Federal 
Power Commission should be given 
control over electric rates, service, finan- 
cial methods, etc., whenever electricity 
is transported in interstate commerce.® 
This would extend its present control of 
rates to all interstate transmission as 
well as to its own licensees. In the 
first place, this extension of authority 
would require that the Commission be 
recreated. Its present ex-officio organi- 
zation would have to be replaced by a 
permanent personnel. In the second 
place, a definite budget would be re- 
quired to provide an adequate staff of 
accountants and engineers so that regu- 
lation could become effective. Electric 
transmission is a sectional rather than a 
national problem and it would be neces- 
sary to devise an administrative set-up 
to safeguard these sectional aspects. 
The scheme which could be followed 
would be the establishment of regional 
boards whenever they were necessary. 
At present a northeastern, a south- 
eastern, a southwestern and a north- 
western regional board are obviously 
required. 

The Commission would have control 
over all power projects on navigable 
and interstate streams, in the forest 
reserves, or in connection with federal 
reclamation or irrigation projects. Sites 
wholly within the boundaries of a state 
would not come under its jurisdiction. 
Rates would come under its control 





‘This applies only to the wholesale transactions as 
typified in the Attleboro case. 


only in connection with interstate trans- 
mission. The Commission would have 
power to set up uniform accounting sys- 
tems for these projects under its direc- 
tion, as well as for companies engaged 
in interstate transmission. The result 
of this control would have the effect of a 
material change in the work of the 
public service commissions. Companies 
engaged in both interstate and intra- 
state commerce would not have two ac- 
counting systems. One possible result 
might be that the commissions would 
adopt the Federal Power Commission’s 
accounting system. In the same way the 
state commissions’ practice in regard 
to stock issues and holding companies 
would be materially altered. The na- 
tional Commission would be given power 
to control the acquisition of operating 
companies so that holding companies 
could not purchase these properties at 
inflated prices. In the same way service 
contracts with holding companies and 
charges for management should be under 
the jurisdiction of a national body. 
Finally, the Federal Power Commission 
could undertake the issuance of statis- 
tical and other material in regard to the 
development of the light and power 
companies. Expenditures by the holding 
companies for advertising and propa- 
ganda could be controlled. This would 
prevent certain of the abuses which 
have come to light in the Federal Trade 
Commission investigation. 

Such a drastic yet necessary altera- 
tion of the authority of the Federal 
Power Commission could not be secured 
without a struggle. The fear of opposing 
concentrated private control by con- 
centrated governmental control and the 
fear that the rights of the states might 
in some way be limited would form the 
basis of opposition. The power interests 
might also vigorously oppose it. How- 
ever, the need is great and the ad- 
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vantages to the consumers and the states 
are obvious. 

Two questions can be raised in regard 
to national control and the Federal 
Power Commission. What will be the 
power of the states? Will the state com- 
missions become as impotent in regard 
to electric light and power companies as 
they have with the railroads? The two 
are so unlike that this situation will 
not occur. The rates for electricity are 
fixed for industrial and domestic uses 
and this power will remain in the hands 
of the state commissions. The national 
body will fix only interstate wholesale 
rates. This will have a direct effect on 
state rates but only in case they are un- 
reasonably high. 

A holding company which sells power 
to a distributing company across a state 
line will then have the rates on that 
power fixed by national authority on the 
basis of a reasonable and prudent in- 
vestment. Since holding companies at 
present actually enjoy a considerable 
monopoly in most cases, they are able to 
charge rates which may include a profit 
far and above a legitimate return on the 
investment and operation costs. If 
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competition existed, no danger would be 
present, but the distributing concern 
has usually no option other than to buy 
from the holding company. Frequently 
it is connected with that holding com- 
pany and the sale is between partners, 

In the same way the Federal Power 
Commission might control the financing 
of the holding companies and thus pre- 
vent speculative pyramiding and other 
abuses which have come from the or- 
ganization of holding companies. 

National control of wholesale inter- 
state shipments seems, therefore, the 
only feasible solution to that problem. 
As interstate shipments grow in im- 
portance, an inevitable development, 
and as centralized holding companies 
extend their control according to present 
tendencies, the urgency of some such 
treatment of the problem will become 
increasingly apparent. The most prac- 
ticable solution seems, therefore, to in- 
volve empowering the Federal Power 
Commission to set rates for power trans- 
mitted across a state line and to super- 
vise the methods of financing and con- 
trol of holding companies engaged in 
interstate transactions. 
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COUNTRY BANKING COSTS AND INTEREST 


RATES CHARGED 


ON SHORT-TERM 


FARM LOANS 
By VIRGIL P. LEE 


farm credit at present lies in the 

field of operating credit. The prob- 
lem reveals itself largely in the compara- 
tively high interest rates paid by farmers 
in many sections of the country. Inter- 
est rates on short-term farm loans in the 
South, in particular, are often high as 
compared to similar loans obtained by 
merchants and manufacturers. Also, 
interest rates on such loans are higher 
than is warranted by the general condi- 
tions in the money market. Further- 
more, they are higher than is warranted 
by the risks involved. 

It is rather generally assumed that 
farmers in the South and Southwest are 
properly required to pay high rates be- 
cause of the excessive risks involved in 
loans to ‘“‘one-crop” farmers. Also, 
scarcity of funds in relation to the de- 
mand has been greatly emphasized. 
While these theories might have been 
tenable during the latter part of the last 
century, they need a thorough revision 
for present conditions. Risks on farm 
loans have been reduced and funds are 
more plentiful. Improved farming meth- 
ods and an improved national system of 
commercial banking through the estab- 
lishment of the federal reserve banks 
seem to have had little effect in reduc- 
ing the cost of loans to farmers. Ten per 
cent. is still common among Texas coun- 
try banks and merchant credit costs 
about twice as much. Although the 
most unsatisfactory phase of the short- 
term credit situation is undoubtedly the 
merchant credit system which prevails 
in many sections of the country, the 


—— the greatest problem in 


present study is restricted to bank 
credit. 

In studying the causes of these high 
rates to farmers, an analysis was made 
of the costs of operation of country na- 
tional banks in 13 widely distributed 
states for the period from 1914 to 1926, 
inclusive. Why have customary interest 
rates of country banks remained high in 
certain localities despite decreased risks 
on loans and a more plentiful supply of 
loanable funds? The results of this anal- 
ysis lead to the conclusion that country 
banks adhering to high customary inter- 
est rates have absorbed the advantages 
of reduced risks and more plentiful funds 
in higher costs of operation, instead of 
extending these advantages to borrow- 
ers through reduced rates. 

This study is based on the Comptroller 
of the Currency’s Annual Reports of 
expenses and losses of country national 
banks of 13 states: Arizona, California, 
Illinois, lowa, Kansas, Mississippi, Mon- 
tana, New Hampshire, New York, North 
Carolina, North Dakota, Texas, and 
Washington. The period from 1914 to 
1926 includes a period of prosperity and 
a period of depression, and it ends with 
a time of recovery. 

According to the Division of Farm 
Finance, Bureau of Agricultural Eco- 
nomics, the average interest rates paid 
by farmers at the country banks in these 
states in 1923 ranged from 6.0% in New 
Hampshire and New York to 9.8% in 
Montana and North Dakota (Table I). 
The average total costs (which include 
salaries and wages, interest on deposits, 
interest on borrowed money, taxes, 
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TaB_LeE I.—Averace Expenses AND Losses or Country NaTIoNAL Banks IN THIRTEEN 
SELECTED STATES, 1914-1926* 














Expense Lossesf Total Cost 

er Dollar er Dollar er Dollar Rate 

State of Loans and | of Loans and | of Loans and Charged 

Investments | Investments | Investments Farmers 

(in Cents) (in Cents) (in Cents) in 1923 

NN inv cinnn ¥ 40 ee cnned sc meewen ee Ream 7.24 1.76 9.00 9.4% 
SRINMIEG choca nikilelick Wes Seasacecae ences 5.05 0.83 5.88 2.7 
MR Spore 2s Laas enact ondsiaanake non 4-47 0.61 5.08 6.7 
SRS Soe iicat ner ny nes Jan 5.74 0.87 6.61 7.6 
NMR hice Ser tahihud ete ed ena 5.82 0.89 6.71 8.2 
RN 5g oo: Si5 a. 5S casa. 1s eee onivig gies dears 5.68 0.80 6.48 8.0 
MER ara cices hes so stan goers ne eevee 7.42 1.30 8.72 9.8 
New Hampshire.....................000005 4.04 0.67 4-71 6.0 
I UNM 25 5555 65 Sea's aio. o.9: une wrtslosmuntavays ater 4-30 0.65 4-95 6.0 
PHORUD UGMOMOR 5. 6... 55. oc ives oes tcesccsess 5.07 0.42 5.49 6.2 
DUMMUSY SRMMOOR 55) 520555: s's'n.0 540 5 a eivdie eco alone 7.31 0.77 8.08 9.8 
NS ecco oho as osiun sidiardis dash eee EE 5.98 1.50 7.48 9.7 
OS RAR raat Satan Mines SE aR Raa. 5.66 1.05 6.71 8.4 

















* Data on costs not given in 1920. 


t Recoveries on losses charged off not deducted for 1914, 1915, and 1916. 
} Losses for 1914-1916 averaged 1.36; for 1917-1919, 0.49; for 1921-1923, 0.63; for 1924-1926, only 0.46. 


other expenses, and losses) per dollar of 
loans and investments, or earning assets, 
varied in about the same proportion as 
the rates charged on farm loans. Thus, 
the costs ranged from 4.7 cents per dollar 
of loans and investments in New Hamp- 
shire to 9.0 cents in Arizona (Chart I). 
Emphasis is commonly placed upon 
the losses of banks in the western and 
southern states, but this study reveals a 
much greater variation in expenses of 
operation than in losses on loans. Losses 
varied from .42 cents per dollar of loans 
and investments in North Carolina to 
1.76 cents in Arizona—a range of 1.34 
cents; while expenses varied from 4.04 
cents in New Hampshire to 7.42 in Mon- 
tana—a range of 3.38 cents. When it is 
considered that this period covers one 
of the worst periods for losses in the his- 
tory of country banking in the United 
States, it is clear that expenses of opera- 
tion are of far greater importance in ex- 
plaining high rates on loans than are 


losses (Table II and Chart II). 


I. Explanation of High Costs 
The high expenses per unit of business 


in most of the country banks of the 
South and West are caused largely by a 
small volume of business per bank and 
inefficiency of bank management. It 
might be expected that banks in these 
deficit capital areas would be over-bur- 
dened with expenses in the form of inter- 
est on funds borrowed from banks in the 
surplus areas. But the correlation be- 
tween total expenses and interest paid 
for borrowed money from 1918 to 1926 
was not marked. This item of expense 
ranged from .16 cents per dollar of loans 
and investments in New York and IIli- 
nois to .68 cents in North Carolina (Ta- 
ble II). Thus, at the maximum this 
item could account for only one-half of 
one per cent. interest on loans to farmers. 
An item of expense which varied greatly 
among these banks was the salaries and 
wages item which ranged from 1.04 cents 
per dollar of loans and investments in 
New York to 2.94 cents in Arizona—a 
range of almost two cents. The widest 
variation was found, however, in the 
item of interest on deposits. The range 
was from 1.25 cents in New Hampshire 
to 3.54 in North Dakota. This item ac- 
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counted for less of the variation in total 
costs, however, than did salaries and 
wages, since the banks in many of the 
low-cost states had comparatively heavy 
expenses for interest on deposits and 
many of the banks of the high-cost states 
had light expenses for interest on de- 
sits. 

If Arizona, California, Iowa, Kansas, 
Mississippi, Montana, North Dakota, 
Texas, and Washington are grouped as 
Southern and West Central States and 
Illinois, New Hampshire, New York, and 
North Carolina as Northern and East 
Central States, the difference in expenses 
per unit of business is readily seen. The 
average for the western group is 6.27 
cents per dollar of loans and investments, 
while that for the eastern group is 4.63 
cents. The difference is 1.64 cents. Ap- 
proximately 3/5 of this difference is at- 
tributable to the difference in salaries 
and operating expenses other than in- 


terest and taxes, i. e., for salaries, sup- 
plies, and the maintenance of the place 
of business (Chart ITI). 

One important factor in the variation 
of operating expenses is the volume of 
business over which expenses can be 
distributed. In all states except Arizona 
there was a fair degree of correlation be- 
tween large volume of business and low 
expenses per unit of business. If the 
banks of the western and southern 
states are combined, the average volume 
of loans and investments per bank is 
$727,000, while the average for the banks 
of the northern and eastern states is 
$1,155,000. The average expenses per 
unit of business were 2.93 and 2.13 cents, 
respectively. Thus the average volume 
of business per bank was 60% greater in 
the North and East and the operating 
expense per unit of business was about 
27% less than in the West and South 
(Chart IV). 
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Tasve II. Averace Distrisution or Expenses or Country National Banks, 1918- 
1919 AND 1921-1926 




















Average 
Expense Average Average Average Average 
per Dollar | for Salaries | for Interest | for Interest | Average for Other 
State of Loans | and Wages | on Borrowed | on Deposits | for Taxes Expenses 
and Invest- | (in Cents) Money (in Cents) | (in Cents) | (in Cents) 
ments (in Cents) 
(in Cents) 
Arizona. ...............- 7.60 2.94 55 - 1.73 72 1.66 
California............... 5.13 1.88 .22 1.61 -39 1.03 
SD virgen eac case aaoe 4.61 1.42 .16 t.97 51 0.75 
ORES ee OS ES 5.96 1.52 52 2.66 45 0.81 
Kansas...............-.- 5.98 1.93 23 2.02 92 1.07 
Mississippi.............. 5.75 1.68 -44 1.78 84 1.01 
Montana................ 6.65 1.96 .46 2.48 .60 1.15 
New Hampshire.......... 4.28 1.39 31 1.25 31 1.02 
ie 6. ee eee 4.42 1.04 .16 2.29 31 0.62 
North Carolina........... 5.22 » 1.42 .68 1.86 -39 0.87 
North Dakota........... 7.48 1.93 -43 3-54 44 1.14 
RIN odes sis 4:6 iic”s 886 ser 6.12 2.18 49 1.50 .78 1.17 
Washington............. 5.72 1.86 22 2.00 54 1.10 




















But of course it should not be assumed 
that a more adequate volume of business 
will entirely remedy the situation. An- 
other important cause for the variation 
in operating expenses is the variation in 
efficiency of the management and the 
employees of the banks. 

Interest on Deposits. In addition to 
salaries and wages and expenses for the 
maintenance of the place of business, 
the item of interest paid on deposits is a 
large share of the total expenses of banks 
in many of the states. In fact, for all the 
13 states combined this expense is 
greater than that for salaries and wages. 
However, no high degree of correlation 
exists between the amount paid on de- 
posits and the total expenses of the 
banks. Thus, New York banks have a 
low average total expense per unit of 
business, yet the amount paid on de- 
posits was 2.29 cents per dollar of earn- 
ing assets which is above the average 
for the 13 states. On the other hand, 
Texas banks have a high average total 
expense per unit of business and only 
1.50 cents per dollar of earning assets for 
deposits. 








To summarize this discussion on ex- 
penses, it may be said that high ex- 
penses of banking in the high-interest- 
rate sections of the country may be at- 
tributable to one or more of the follow- 
ing factors: (1) small volume of business; 
(2) inefficient bank management; and 
(3) excessive payments for deposits. 


II. Causes of High Losses 


While losses are far less significant in 
explaining the difference in total bank- 
ing costs in the various sections of the 
country than are operating expenses, 
there is considerable variation in losses. 
Thus, the average loss per dollar of 
loans and investments in the northern 
and eastern states was .57 cents, while 
average loss among the banks of the 
southern and western states was 1.09, a 
difference of approximately one-half 
cent. 

It is popularly assumed that the 
greater losses of southern and western 
banks are caused almost entirely by the 
uncertainty of industry and agriculture 
in these sections. As a matter of fact, 
three primary causes for losses in bank- 
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ing in these sections may be cited: (1) 
slack methods of lending because of poor 
credit analysis; (2) poor investments 
(bonds, etc.); and (3) uncertainty of in- 
come of the borrowers. The first two 
causes of losses are matters of banking 
efficiency. The available data indicate 
that a large share of the losses of country 
banks in the South and West is caused 
by inefficient methods of making loans 
and investments. 


III. Relation of High Costs of Banking to 
High Interest Charges on Loans. 


It has been pointed out that banks in 
the high-interest-rate sections of the 
country have high unit costs. Does it 
follow that high banking costs are the 
cause of high interest rates? This would 
be equivalent to saying that cost of pro- 
duction determines value. It seems 
more reasonable to say that high interest 
rates on loans are the indirect cause of 
high costs. 


The ability of bankers in the South 
and West to command a high rate of in- 
terest on loans has been conducive to 
inefficient banking in the form of small 
banking units and inefficient business 
methods. Through well-established cus- 
tom farmers in general in these sections 
have come to think of 10% as the proper 
rate of interest. It is obviously easy to 
maintain a rate which is generally ac- 
cepted as satisfactory. This permits in- 
efficient bankers to live and prosper. 
Add to this the unequal bargaining 
power of the banker and the borrower 
and the general failure of bankers to 
“cut” rates and it is not surprising that 
the old rates which might have been 
justified during two or three decades 
after the Civil War are still common in 
spite of the improvements in the bank- 
ing system, the increased supply of 
funds, and the progress of agriculture in 
these sections. 
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IV. Methods of Improving the Situation 


From the point of view of the agricul- 
tural industry in many sections of the 
United States there are two major short- 
comings of commercial banks: (1) they 
charge too much for credit, and (2) fail- 
ures are too frequent. The astounding 
number of bank failures since 1920 has 
revealed many inadequacies of the small 
town banks. 

The situation can.be improved in 
many ways. In the first place, the state 
banking departments of many of the 
state governments should be given 
greater power in regulating the banking 
business, particularly in restricting the 
organization of new banks. The legisla- 
tures of many states have done some- 
thing along this line since 1920. Letters 
from state banking commissioners all 
over the country indicate that they are 
determined to prevent over-banking of 
the country towns. Both the comp- 
troller of the Currency and the state 
banking commissioners are making more 
thorough investigations before granting 
charters for new banks. The greatest 
need in this connection is for adequate 
analyses of the banking needs of the 
communities. Research divisions of 
agricultural colleges could well point the 
way in making such analyses. 
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In the second place, capital require- 
ments for state and national banks 
should be revised. It is scarcely reason- 
able to assume that the $25,000 mini- 
mum requirement set for national banks 
in 1900 is still appropriate. On the basis 
of the change in the value of the dollar 
since that time, the minimum capital 
requirement should be doubled. This 
neglects consideration of the enormous 
development of agricultural communi- 
ties during these three decades as an- 
other reason for increasing capital re- 
quirements. Thus many agricultural 
towns have two or three small banks 
which can thrive only if they can depend 
on a high rate of interest. It should be 
said also in this connection that the 
present population basis for determining 
the minimum capital is inadequate. 
Banking needs and the volume of bank- 
ing business in agricultural towns are 
not determined by the population of the 
towns. 

In the third place, usury laws should 
be revised and enforced. When we con- 
sider the bargaining power of the small 
town banker in relation to that of most 
of his customers and the recognized 
function of the government in regulating 
various phases of the banking business, 
it seems only logical that a maximum 
rate should be set and enforced by super- 
vising authorities. The government 
would necessarily have to adjust the 
rate to the size of banking units in such 
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a way that, when efficiently managed, 
the restriction on rates would not be too 
burdensome. Moreover, the maximum 
should be set on a sliding scale so that 
higher rates could be charged on petty 
loans. Also, a larger maximum would 
probably be necessary ‘in small com- 
munities which have insufficient busi- 
ness to maintain a bank on the ordinary 
charge. The maximum rates of the pres- 
ent usury laws should be revised accord- 
ing to changes in credit conditions which 
have occurred since the laws were 
passed. 

It is possible that within a decade or 
two the Federal Intermediate Credit 
Banks may have some influence in re- 
ducing the rates charged by country 
banks, but at present their loans are re- 
stricted chiefly to cooperative market- 
ing associations and to livestock loan 
companies. They have scarcely touched 
the local production credit situation. 

Possibly also the present lack of effi- 
ciency in country banking will lead to 
systems of branch-banks. The possibili- 


ties of increased efficiency in country 
banking through chain banks seem com- 
parable to those in the field of merchan- 
dising. 

Inefficient banking which is made pos- 
sible largely by high rates on loans has 
certain far-reaching influences upon the 
utilization of the resources of our agri- 
cultural communities. A prevailing rate 
of 10%, for instance, which is well-estab- 
lished by long usage and which is main- 
tained in spite of the increase in the 
available funds of the community and an 
accessible rediscount market for the 
banker, are conducive to slovenly meth- 
ods of credit analysis. The banker can 
employ a haphazard method of distrib- 
uting his funds and still come out with 
a fair return on his stock. The result is 
that worthless farmers and submarginal 
land are often maintained at the expense 
of the community. The better farmers, 
on the other hand, are penalized not 
only by a high rate of interest on loans 
but also by maintaining a group of sub- 
marginal competitors. 





COMPETITION AS A BASIS FOR ELECTRIC 
LIGHT AND POWER RATES 


By HORACE M. GRAY 


various phases of public utility 

problems, particularly those of the 
electric light and power industry, Profes- 
sor Philip Cabot of Harvard University 
points out what to him are.certain glar- 
ing fallacies in our present system of 
public utility regulation.!_ These errors, 
through long application, have virtually 
nullified the original intent and purpose 
of regulation and have brought in their 
wake certain harmful social conse- 
quences. Unless we as a people see the 
errors of our ways, discard the economic 
fallacies of our present theory, and re- 
turn to sound principles of regulation, 
still worse days are in store for us. The 
issues raised in these articles are of such 
general economic importance, the views 
of Professor Cabot so divergent from the 
commonly accepted thought on the sub- 
ject, and his forebodings for the future 
so dismal that serious consideration 
should be given to the soundness of the 
economic premises upon which his anal- 


[ two recent articles dealing with 


1“Ethics and Politics,” 142 Atlantic Monthly 686-694 
(November, 1928) and “Public Utility Rate Regula- 
tion,” 7 Harvard Business Review 257-266 (April, 1929). 
The second of these articles is a restatement in more 
detail of the economic views expressed in the article in 
the Atlantic Monthly. A third article to be published 
shortly in the Harvard Business Review will deal with 
the method of applying Professor Cabot’s proposed 
system for determining reasonable prices of public 
utility services. The present article thus deals with 
the material presented in the two above-mentioned 
papers. The fact that the writer has not had the oppor- 
tunity to study Professor Cabot’s final paper on method 
of application will not be of great significance because 
the intention is to deal only with his basic assumptions. 

2 Professor H. W. Peck, Syracuse University, in con- 
nection with a different phase of public utility prob- 
lems, mentions certain features of the Cabot theory 
and gives his conditional approval (p. 215). “This policy 
seems the most constructive that has yet been made by 








ysis is based. Inasmuch as no compre- 
hensive discussion of these issues has 
appeared to date, the present treatment 
will attempt to ascertain the validity of 
these premises.? 


In brief, the economic bases of Profes- 
sor Cabot’s position, stated in relation 
to the electric light and power industry, 
may be summarized as follows: 


1. Contrary to general belief, electricity 
is sold by public utilities under pre- 
dominantly competitive conditions; the 
price, therefore, is a competitive one. 

2. Consequently, any profits arising from 
the sale of electricity are competitive 
and, hence, justly earned profits— 
equally as just and fairly earned as 
those accruing in any other competitive 
business. 


In the face of these economic facts: 


1. The present regulatory system, er- 
roneously predicated on the theory that 
rofits in the electric light and power 
te are monopoly profits and 
hence unjust, tends, by basing prices on 
cost, to confiscate profits. 


the representatives of private operation.” (“An In- 
ductive Study of Publicly Owned and Operated versus 
Privately Owned but Regulated Electric Utilities,” 
19 American Economic Review, Supplement, 197-218 
(March, 1929)). 

Mr. Henry C. Spurr, on the other hand, dismisses 
the whole Cabot theory of rate regulation as of no con- 
sequence (p. 62). “It would only confuse the issue to 
discuss the academic question whether Professor 
Cabot’s theory of price regulation or the one of which 
he complains as applied to public utilities, is supported 
by the better reason. . . . . Whether Professor Cabot 
is right or wrong about this is, however, beside the 
point.” (“The State Commissions Are Corrupting 
Utility Officialsk—A Challenge and a Reply,” 3 Public 
Utilities Fortnightly 61-67 (January 24, 1929)). 

It is obvious to the informed student of public utility 
affairs that the last mentioned disposal of the question 
is an extremely superficial treatment. 
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9. Public utility managers, confronted by 
the threat of confiscation of their 
profits, tend to adopt certain devious 
accounting and managerial policies de- 
signed to conceal the true _— They 
sin against society, not by reason of 
any inherent sinful propensity, but 
because they are driven to it in order to 
escape confiscation of property at the 
hands of the government. 


In addition to encouraging man- 
agerial dishonesty, the present cost-of- 
service method of regulation results 
inevitably in other evils, such as over- 
protection of investors at the expense of 
consumers, managerial inefficiency and 
general stagnation of public utilities, 
aggravation of the evils of the business 
cycle, costly litigation, and harmful 
rigidity of rate structures. The reason 
that these evil effects have not material- 
ized to a greater extent during the last 
30 years of the Smyth v. Ames doctrine 
lies in the fact that those in charge of 
regulation have winked at the cost 
theory and have actually permitted 
prices to be fixed by competition.* Only 
recently, however, these demoralizing 
consequences have become generally 
apparent, and with such force as to 
stimulate a sentiment for public owner- 
ship. Unless the present fallacious sys- 
tem of regulation, which is the source of 
all these evils, is replaced by a better 
one, government ownership will gain 
momentum until it has engulfed all 
utilities within its paralyzing grip.® 

The suggested method by which we 
are to avoid this unwholesome situation 
Is to cease regulating rates by regulating 
profits and to adopt instead a program 
of rate control based on the competitive 





37 Harvard Business Review 261-264. 


‘Idem, p. 261. “Controlling weight has really been 
given to competition while the value of the property 
used in providing the service has been merely a stalk- 
ing horse.” 


5 Idem, p. 261. 


method of price comparison. In his 
own words Professor Cabot’s theory of 
price control is succinctly as follows: 


“Each power company has a monopoly 
of the sale of its product in its local field, 
but, with the exception of the trivial part of 
it used for lighting, the product must be sold 
in competition not only with other power 
produced by the potential customers for their 
own use, but also with an almost infinite 
variety of substitutes I repeat that 
electric power companies have very little 
monopoly power over price, and that price 
can and should be determined by the com- 
petitive method of price comparison. This 
can be done without direct competition.’”® 


Thus the ultimate soundness of Pro- 
fessor Cabot’s position depends on the 
correctness of his assumption that the 
electric light and power industry is a 
competitive one with respect to the 
determination of the price of its product. 
If this assumption is correct, then his 
subsequent deductions regarding the 
justness of profits, their inviolability 
against confiscation or limitation, and 
the fallacies of the present system are 
valid. If, on the contrary, this assump- 
tion is incorrect, then the proposal that 
prices be regulated by competition is an 
impossible, as well as an unwise, one 
because absence of competition would 
leave no competitive standard of com- 
parison. Thus the question stands: Is 
or is not the electric light and power 
industry competitive with respect to the 
price-making process? 

At the very outset it is apparent that 
in his analysis Professor Cabot has given 
a special meaning to the word competi- 
tion. To him competition means two 
things: First, the existence, either actual 
or potential, of “power produced by the 
potential customers for their own use;” 
second, the existence of “an almost 


6 142 Atlantic Monthly 691-692. See also page 264 of 
the April number of the Harvard Business Review for a 
similar statement. 
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infinite variety of substitutes.””? When 
either, or both, of these circumstances 
prevails, competition exists as a price- 
determining factor. His contention is 
that, with the exception of the “trivial 
part” of electricity used for lighting, 
these two conditions exist in the electric 
light and power industry. 

Granting, for purposes of discussion, 
that these conditions obtain in this par- 
ticular industry, the question now arises 
as to whether or not their existence con- 
stitutes an effective competitive force. 
With respect to the first, it is presum- 
ably true that most customers could, if 
they had to, produce electric power for 
their own use. The unit cost of elec- 
tricity, however, under such a system of 
production might be very great—prob- 
ably much in excess of unit costs of 
electricity produced under modern large- 
scale, central-station methods. The 
opportunity to secure the economies of 
large-scale production is open to rela- 
tively few consumers, such as large 
municipalities and industrial establish- 
ments which have a heavy as well as a 
steady demand. This class of consumers 
can produce electricity which in point of 
reliability of service and low unit cost 
compares favorably with that produced 
by modern public utility companies. 
The relatively small consumer, however, 
cannot, in keeping with his own eco- 
nomic interest, afford to supply his own 
power requirements at high cost so long 
as he can purchase energy from a public 
utility company at a price slightly below 
his own cost of production. The most 


7See quotation above. Also at page 258, Harvard 
Business Review, “Today the manufacturer who wants 
to buy electric power to run his mill can and does pro- 
duce his own power if the power company’s price is 
excessive, and the man who wants to heat his house can 
do it with coal or oil if the gas company tries to crowd 
him.” 

His theory is that since both producers and consum- 
ers are organized to act as units, with the state as an 








common exception to this general rule 
occurs in those cases where even rela- 
tively small consumers may produce 
electricity as a by-product of some 
heating process or where exhaust steam 
from an electric plant is used in certain 
industrial enterprises. In such cases the 
comparatively high cost of electricity 
may be reduced by being credited, per- 
haps arbitrarily, with a portion of the 
benefits derived from the main process 
of which the electricity is a by-product. 
While the number of such cases is still 
considerable, there is reason to believe 
that their importance as a competitive 
factor is declining. Neither in total num- 
ber nor in percentage of total output of 
electricity are these instances of sufh- 
cient weight to serve as the basis for a 
general conclusion that the industry asa 
whole is a competitive one. 

Under ordinary conditions, then, the 
cost differential between large-scale and 
small-scale production is so great that 
the consumer whose only alternative to 
purchasing energy from a public utility 
company is to supply his own needs by 
small-scale methods is definitely re- 
stricted in bargaining power. His dis- 
advantage in this connection is accen- 
tuated if he finds himself in a situation 
where it is essential that the service 
possess a high degree of reliability. In 
order to secure his patronage the utility 
company need make a price only slightly 
below the unit cost of production of 
electricity of equal reliability under the 
alternative small-scale method. In the 
absence of regulation the actual, as com- 
pared with the maximum, price will be 
arbiter between them, they will agree upon a price 
which “will be substantially the same as the price in a 
freely competitive market.” This statement implies 
that behind the system of group bargaining there is 
some basis of competitive comparison—the very as- 
sumption that is under scrutiny in this paper. Without 
such a basis it is difficult to see how group bargaining 


would be any more competitive than individual bar- 
gaining. 
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fixed, in accordance with the theory of 
monopoly price, at or below this upper 
limit depending on the existing elasticity 
of the demand and on any temporary 
condition of oversupply of production 
facilities. The fact that in the history 
of the industry the price of electricity 
has rarely reached this upper limit can 
hardly be ascribed to the effects of com- 
petition; rather, it has resulted from the 
attempt of the industry to adjust its 
price schedules to the prevailing elasti- 
city of demand and to supply conditions 
in such a way as to achieve maximum 
profits. It is mere sophistry to maintain 
that a competitive situation exists here, 
or that the price of electricity is set by 
competition. It would be just as logical, 
although perhaps more extreme, to 
maintain that freight rates from Chi- 
cago to Saint Louis are determined by 
the potentiality of disgruntled individ- 
ual shippers building their own railroads 
between these two points in order to 
supply their own transportation needs. 
Competition can be effective only when 
the cost differential, considering every 
element of individual and joint costs, 
between two alternative methods of pro- 
duction is either very small or so factu- 
ally undetermined that the way is open 
for reasonable business judgment. In 
the electric light and power industry 
this condition exists ordinarily only in 
the case of large or favorably situated 
industrial and municipal enterprises, 
and in such special instances as where 
electricity is a by-product or gives rise 
to a by-product in some other industrial 
process. 

The second of Professor Cabot’s 
criteria of competition, namely, the ex- 
istence of an “almost infinite variety of 
substitutes,” is likewise inapplicable 
generally to the electric light and power 
industry. While energy for lighting and 
power purposes may be derived from 


sources other than electricity, such as 
the direct burning of oil products, coal, 
wood, gas, or other combustible ma- 
terials, in many situations and for many 
economic processes these other forms of 
energy are vastly inferior in efficiency to 
electricity. In terms of relative cost, 
quantity of output, quality of output, 
and general working or living conditions, 
very few of these possible substitutes can 
compete on even approximately equal 
terms with electricity. As the nation be- 
comes more urbanized and industrial- 
ized, the relative superiority of elec- 
tricity over other forms of energy be- 
comes more apparent. Again it is a 
question of differentials. Where the 
superiority of electricity over substitute 
forms of energy is very great, the con- 
sumer has no effective bargaining power; 
he will pay a high price for electricity 
rather than suffer the relative disad- 
vantage of being forced to utilize an 
inferior substitute. Only in cases where 
the relative superiority of electricity is 
very small or perhaps questionable does 
effective competition exist. Although 
many instances can be cited where the 
relative superiority of electricity over 
other forms of power is unproven, and 
other instances can be cited where elec- 
tricity in its present stage of develop- 
ment is distinctly inferior to other forms 
of power, the fact remains that for many 
purposes electricity enjoys a very con- 
siderable differential advantage over any 
possible substitute. As time passes this 
differential advantage tends to become 
larger and more certain. Competition, 
consequently, becomes less and _ less 
effective until for all practical purposes 
it may be said to have disappeared. Re- 
verting to the analogy of transportation, 
there was a time when the horse-drawn 
buggy was a close competitor of the 
automobile; reasonable doubt was ex- 
pressed as to which was the better means 
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of conveyance. Today, in modern com- 
munities, the superiority of the automo- 
bile has been demonstrated so com- 
pletely that effective competition be-. 
tween the two no longer exists. 

The above brief analysis indicates a 
serious theoretical weakness in the 
thesis that the electric light and power 
industry is a competitive one. The as- 
sertion that consumers may produce 
their own power or use substitutes is not 
sufficient. The mere fact that technically 
they can do this is no evidence in itself 
that competition exists. Competition 
actually exists as an effective price 
determinant only when consumers can 
produce their own power or use sub- 
stitutes with economic advantage to 
themselves. In the great majority of 
cases in modern urban life and present 
day industry consumers can do neither 
of these things without considerable dis- 
advantage to their own economic well- 
being. In lieu of paying the monopoly 
price, they may do without electricity, 
produce their own electricity at perhaps 
excessive cost, or use some inferior sub- 
stitute. The first of these alternatives 
will deprive the individual of the privi- 
lege of participating in the comforts and 
conveniences of his environment; the 
second and third will place him at an 
economic disadvantage in the com- 
petitive struggle. Thus the conclusion 
seems evident that the presence of large 


cost and utility differentials, in a condi- 
tion of local monopoly, constitutes an 
effective barrier against the functioning 
of competitive forces. 

Statistical data of sufficient compre- 
hensiveness and reliability are not 
available to prove the extent of these 
differentials in all their ramifications, 
Consequently, statistical proof that com- 
petition is non-effective is difficult to 
assemble. However, analysis of statistics 
of the light and power industry serves 
to indicate the broad general groups of 
consumers among whom competition 
has very little effect on prices, and, in 
like manner, the general groups among 
whom competition is a price factor of 
considerable importance. A comparison 
of these groups gives a general picture 
of the relative significance of competi- 
tion as a price factor in the industry. 
With this thought in mind the figures in 
Tables I and II are presented. They 
have been taken from a Statistical Bul- 
letin issued in June, 1928, by the Na- 
tional Electric Light Association. The 
claim is made for them that they repre- 
sent 100% of the industry. 

Let us first observe the statistical data 
for that group of consumers in which 
competition, by common experience, 
appears to be a relatively unimportant 
price factor. In this group are 21,318,831 
consumers out of a total of 21,894,960, 
or over 97% of the total number. During 


TaB_e I. Customers, SALES, AND REVENUES FoR DIFFERENT CLASSES OF SERVICE, 1927* 











Class of Service Number of Customers KW. H. Sold Revenue from Sales 
Domestic (all uses) ............ 17,860, 288 7,388, 541,000 $502, 742,900 
Retail Light & Power.......... 3,441,153 10, §80, 433,000 484, 527,900 
Wholesale Light & Power....... 563,602 36, 787, 102,000 539, 814, 200 
Munici ¥c Street Lighting. ..... 17,390 1, 349,372,000 68, 340, 500 
Street Railwaysf.............. 810 4,634, 216,000 43, $22, 800 
Steam Railroads............... 18 481, 239,000 4,932,700 
Miscellaneous................. 11,699 370,964,000 6,874, 300 

i eee 21, 894, 960 61, 591, 867,000 $1,650,755, 300 














*Table II, p. 3, Statistical Bulletin, No. 2, National Electric Light Association, June, 1928. 


tIncludes also Interurban Electric Railways. 
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the year 1927, this group of consumers 
purchased 19,318,346,000 kw.h. of elec- 
tricity out of a total supplied by the 
industry of 61,591,867,000 kw.h., or 
31.36%. For this energy they paid 
$1,055,611,300, or 63.95% of the total 
sales revenue received by the industry 
for that year. The average price per 
kilowatt-hour determined from the ag- 
gregate for this group was 5.46 cents. 

The second, or competitive group, 
includes 576,129 consumers, or less than 
3% of the total number of consumers. 
During the year 1927, this group pur- 
chased 42,273,521,000 kw.h. of elec- 
tricity, or 68.64% of the total kw.h. 
sold by the entire industry. For this 
energy they paid the sum of $595,144,- 
000, or 36.05% of the total revenue re- 
ceived by the industry. The average 
price per kw.h. sold to this group of con- 
sumers was 1.40 cents. 


Taste II. PERCENTAGE DistTRIBUTION OF SALES AND 
REVENUES, AND AVERAGE RATE BY CLASSES OF 
SERVICE AND Groups, 1927* 























Per cent. | Per cent. Average 
of of Rates 
Class of Service Total Total ss 
Sales Revenues KW. H. 
a — 6 6% ‘ 

omestic (all uses 12.00! 30.4! .80 cents 
Retail Light & ” . 

ae 17.17 29.35 4-58 
Municipal Street 

Lightingt....... 2.19 4-14 5.06 
ee re, 31.36 63 .95 5.46 

Competitive Grou 
Wholesale Light & 

Power.......... 59.72 32.70 1.47 
Street Railways ... 7.53 2.63 -94 
Steam Railroads... -79 +30 1.02 
Miscellaneous .... -60 -42 1.85 
oo re 68 .64 36.05 1.40 














*The above calculations are based on the data in the preced- 
ing table. The division into non-competitive and competitive 
Goure is determined by the relative extent to which the 

erent classes of consumers are able to produce their own 
power requirements or use substitutes without thereby suffer- 
ing an economic disadvantage. This cation is relative, 
not absolute; it is recognized that the gradation from a state 
of non-competition to one of active competition, in actual life, 
is a matter of di . This qualification is es} lly applicable 
to such large and varied groups as Retail Light and Power and 
Wholesale Light and Power. . 
_ tin most cities, except a few large ones where street lighting 
is a by-product of a water supply or sanitation system, the 
volume of electricity required for lighting the streets is too small 
to warrant large-scale production. Hence, when a city has 
granted to a private company the exclusive right to supply 
all other uses of electricity, the remaining demands for street 
lighting will not warrant production by the most economical 
meth Under such conditions, which occur quite frequently, 
8 city is not in a position to offer effective competition. 


Thus, while the non-competitive group 
purchased only 31.36% of the entire 
energy supplied by the industry, they 
contributed 63.95% of the total revenue 
received by the industry. The com- 
petitive group, on the other hand, pur- 
chased 68.64% of the total energy sup- 
plied but contributed only 36.05% of the 
total revenue. In terms of average unit 
prices, the non-competitive price was 3.9 
times the competitive price. This differ- 
ence is explainable in part by the fact 
that electricity within the non-com- 
petitive group is sold on a retail basis, 
while within the competitive group it is 
sold on a wholesale basis. In retail 
selling of electricity the additional ex- 
penses per unit of sales for transmission, 
distribution, and general overhead make 
necessary a higher price than for whole- 
sale energy. While costs of retail busi- 
ness are greater than those of wholesale 
business, yet no creditable evidence 
has been advanced thus far to prove that 
such a wide discrepancy between two 
types of costs exists in the electric 
light and power industry. The only 
reasonable conclusion seems to be that, 
for those consumers who cannot pro- 
duce their own electricity or use sub- 
stitutes, the price is fixed on a non-com- 
petitive basis, that is, ‘what the traffic 
will bear” as modified by the theory of 
maximum profits to the utility company. 
For those consumers who can, without 
suffering economic disadvantage, supply 
their own needs or use substitutes the 
price is fixed on a competitive basis. The 
statistics indicate that an overwhelming 
majority of the consumers of electricity 
in this country at the present time 
belong in the non-competitive group; for 
them competition long ago ceased to 
have any practical significance as a 
price-controlling factor. 

Enough has now been said to indicate 
the weakness of Professor Cabot’s the- 
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ory. It has been shown that his original 
assumption that electricity is sold under 
predominantly competitive conditions 
is not generally applicable. The fault in 
his method lies in the assumption that 
a set of conditions which exist in certain 
special instances is generally applicable 
to the whole field of electricity consump- 
tion. In the opinion of the writer, such 
an assumption is unwarranted both on 
theoretical and factual grounds. More- 
over, the theory that the price of elec- 
tricity can and should be determined by 
the competitive method of price com- 
parison is not only unsound but im- 
possible of general application for the 
very simple reason that, for many classes 
of consumers, competition is not effec- 
tive and, hence, no competitive standard 
of comparison obtains. To enforce a 
price comparison between electricity pro- 
duced under modern large-scale meth- 
ods and electricity produced under more 
costly alternative methods, or between 
electricity and some inferior substitute 
form of power, is socially unthinkable. 
Such a policy, under a regime of local 
monopoly, would forever bar certain 
classes of consumers from participating 
fully in the benefits of economic and 
technical evolution. 

Many students of public utility affairs 
will doubtless sympathize with Profes- 
sor Cabot’s indictment of the present 
regulatory system. They cannot, how- 


ever, accept as valid his explanation of 
the causes of this situation or his 
remedial proposal. If the experience of 
the last 30 years has shown anything, 
it has shown an unmistakable tendency 
toward increasing monopoly in the elec- 
tric light and power industry. Monopoly 
has flourished both from natural causes 
and by reason of government policy 
designed to secure the advantages of 
centralized production. To assume now 
after many years of conscious fostering 
of monopoly that it does not really exist 
but that we actually have a state of com- 
petition is preposterous. Whatever may 
be the faults of the present regulatory 
system (and admittedly serious weak- 
nesses are evident), clearly public policy 
is fundamentally correct in maintaining 
that a necessity of life produced by 
monopolistic organizations created and 
sponsored by the government must sup- 
ply service at cost. A state that takes 
any other position in effect extends to a 
privileged few the power to levy toll on 
all others. As for the managers and 
owners of public utility enterprises, they 
must either accommodate their actions 
and policies to this broad principle of 
public policy or else be prepared to ex- 
perience the coercive power which organ- 
ized society for its own protection brings 
to bear against those who for their own 
gain transgress its fundamental rules 
of conduct. 








on. of 
his 
ce of 
hing, 
lency 
elec- 
»poly 
AUSes 
olicy 
2s of 
now 
ering 
exist 
com- 
may 
atory 
veak- 
olicy 
ining 
1 by 

and 
sup- 
takes 
toa 
1] on 

and 
they 
tions 
le of 
0 eX- 
‘gan- 
rings 
own 
rules 








SOME SUGGESTED CHANGES IN THE CONTROL 
OF URBAN DEVELOPMENT 


By COLEMAN WOODBURY 


ANY economists find that large 
M cities are excellent illustrations 

of the insufficiency of laissez- 
faire doctrine. Until the last few years 
the development of urban communities 
has been brought about through un- 
controlled private initiative. The re- 
sults have not been even close approxi- 
mations to the efficiently working sys- 
tems outlined by some writers as the in- 
evitable consequences of leaving eco- 
nomic affairs to the judgment and effort 
of individual property owners. For a 
long time, the brilliant advances in tech- 
nical and scientific skill which have trans- 
formed city life blinded most observers 
to the avoidable wastes and losses which 
are now quite apparent to even a casual 
student of urban development. Laissez- 
faire policy can properly be charged with 
a large part of the enormous toll which 
congestion takes daily from business 
and industry, the disproportioning of 
urban areas among residential, com- 
mercial and manufacturing uses, the 
inadequacy of parks and playgrounds, 
the losses resulting from excessive shift- 
ing of districts and from placing in- 
compatible uses next to one another, 
the unwise speculation in urban sites 
which costs the families of small means 
millions of dollars annually, and the 
absence of amenities from the greater 
part of the residential sections of cities— 
all features of urban conditions of the 
present. 

The growth of city zoning and plan- 
ning shows some appreciation of the 
folly of past policy. The April, 1929, 
report of the Division of Building and 
Housing of the Department of Com- 


merce shows 754 municipalities in the 
United States with zoning ordinances. 
Of this number 475 are comprehensive 
ordinances, i. e., they control the use, 
height and area of buildings, although 
the first comprehensive zoning ordinance 
in the country was passed in New York 
City in 1916. Encouraging as this 
growth may be, it should not be taken to 
mean that all that remains to be done is 
to get more zoning ordinances on the 
statute books nor should this progress 
divert attention from the many prob- 
lems of urban land control which today 
are far from solved. 

This article suggests four changes in 
present regulatory measures, i. e., in zon- 
ing and subdivision control ordinances, 
and presents a brief argument for each. 
Obviously, only a few of the objections 
anticipated can be dealt with in a short 
article. One type of disagreement, 
however, may well be considered in ad- 
vance and the more specific objections 
will be taken up with each proposal. 
Much loose thinking is couched in the 
phrases “‘strengthening”’ or “weakening” 
the ordinance. Usually a change which 
imposes more restrictions on the prop- 
erty owner is held to “strengthen” the 
ordinance; and, vice versa, any change 
which removes restrictions is thought to 
“‘weaken”’ it. This common attitude has 
probably an_ historical explanation. 
When first brought forward in this 
country, zoning faced a barrage of de- 
nunciation and invective much of which 
seems ridiculous today. Some of the 
objections were traceable to ignorance 
and misunderstanding, others to senti- 
mental and traditional views of prop- 
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erty rights, and still others, of course, 
to real difficulties many of which are 
yet to be solved. But one of the effects 
of this kind of opposition was to align 
two factions: one in favor of more zon- 
ing restrictions and one against such 
limitations. Most writing on zoning still 
reflects glimmers of this old enmity. 

The more intelligent view which has 
been encouraged by many court opinions 
might perhaps be stated in the following 
brief summary. The unfortunate re- 
sults of uncontrolled development of 
urban areas are apparent to any fair- 
minded observer. The first aim of plan- 
ning, zoning, and subdivision control 
ordinances is to check the growth of 
these undesirable conditions without 
causing more grave disorders. This is 
not the sole aim of such measures but 
certainly it is a purpose which should 
never be overlooked. If this view be 
accepted, proposed changes will be 
judged by their net results in promoting 
urban conditions which are thought to 
be desirable and not by an uncritical 
standard of “strengthening” or “weaken- 
ing” the existing ordinance. 


Of the four changes suggested in this 
paper three of them, one of which has to 
do with zoning and two with the subdivi- 
sion control ordinances, are for the re- 
moval or loosening of restrictions com- 
monly imposed today. The fourth means 
a considerable addition to subdivision 
control statutes. Briefly stated, the 
suggested changes follow: (1) that sub- 
division control ordinances which pro- 
hibit cul-de-sac or dead-end streets in 
residential districts be revised; (2) that 
the maximum length of block allowed 
be greatly increased; (3) that the single- 
family house provision be replaced in 
certain residential districts by density 
of population restrictions to allow the 
economies of group-house construction 
in the cheaper residential sections; (4) 


that vacant urban land recorded for sale 
be classified according to certain es- 
sential characteristics and that this 
classification be stated on all papers 
having to do with the sale, lease or 
financing of this land. 


I. Regulation of Cul-de-Sac Streets 


The prohibition of cul-de-sac streets 
found in the Cleveland subdivision con- 
trol ordinance may be taken as fairly rep- 
resentative of a considerable number of 
ordinances. It reads: (12) “No so-called 
dead-ended streets will be approved for 
dedication except where physical con- 
ditions make the extension of such a 
street impractical; in such cases a dead- 
end street may be approved, provided 
that adequate turning space for vehicles 
is placed at the dead end.” The second 
paragraph of the section defines “‘ade- 
quate turning space.” 

This attitude of regarding cul-de-sac 
streets as allowable only under unusual 
conditions is based largely on two as- 
sumptions: that (1) such streets increase 
the fire hazard and (2) hinder free flow 
of traffic. The engineers of the Chicago 
Board of Underwriters, in correspond- 
ence with the writer last summer, stated 
that residential buildings of less than 
four stories located on dead-end streets 
not more than 500 feet long and with a 
pavement width of 30 feet would be 
rated the same as similar structures 
located on main streets. Two para- 
graphs of caution from one of the let- 
ters of Mr. J. A. Neale, Chief Engineer, 
should be noted: 


“The desirability of having fire apparatus 
approach the building on fire from more 
than one direction is of very little importance 
in residential sections where it is not neces- 
sary to concentrate large quantities of water 
in one block as would be necessary in fires in 
congested areas.” 

“The grading of the fire protection of the 
town is affected by the proportion of water 
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mains that are dead-ended. This would 
have some bearing in this case, but could be 
offset considerably by making the dead-end 
mains of ample size or possibly cross-con- 
necting them at the ends through alleys or 
private property.” 

The charge that cul-de-sac streets 
impede traffic should be considered care- 
fully. Streets which are intended for 
traffic arteries but stop at one sub- 
division boundary and are not extended 
by the subdivider of adjacent land are a 
decided inconvenience and should be 
prevented. But the present thought on 
traffic problems tends toward specializa- 
tion of streets: wide streets for through 
traffic, truck highways, lanes for vehicles 
of widely differing speeds. The sub- 
division control ordinances might be 
modified to prevent dead-end streets 
in what constitutes the major street 
system of the area, but regulations to 
avoid non-connecting major streets need 
not prevent variety in minor street lay- 
out. The phrase “‘major street system” 
is used in the sense common to most city 
planners to include the streets which 
furnish direct connection of a district 
with other sections of the city and re- 
gion. In the minor street system dead- 
end streets would be required, of course, 
to include sufficient paved area at the 
closed end to insure easy turning of 
vehicles. A circular area 75 feet in 
diameter would probably be fully ade- 
quate. 

If properly designed cul-de-sac streets 
in residential areas do not increase the 
danger from fire and do not impede 
traffic when limited to the minor street 
system, the objections to their use would 
seem to dwindle in importance. But the 
change in regulation and the introduction 
into the subdivision ordinance of the 
distinction between major and minor 
streets demand evidence of some posi- 
tive advantages. Of course, no one ad- 
vocates that all minor streets should be 


of the dead-end type. Significant ad- 
vantages of its use, however, are not 
hard to find. In the first place, the use of 
dead-end streets lessens the amount of 
land in minor streets. Land in streets 
and alleys makes up from 25 to 40% of 
the entire municipal area in the prevail- 
ing types of layout. A conservative 
estimate of the saving possible in a cul- 
de-sac design is 7 to 10% of the munici- 
pal area. The area saved can either be 
used in widening arterial highways and 
boulevards, that is, putting the street 
area where it is needed, or it can be trans- 
ferred to some other use, for example, 
parks, playgrounds or lot use. 

Perhaps of equal importance is the 
possibility which this type of layout 
provides for quiet and separation from 
noise and confusion in residential dis- 
tricts. Under present conditions this 
most desirable quality is obtained usu- 
ally only in residential districts with 
extraordinarily large lots. But a small 
lot would share these advantages and 
be much more attractive to most per- 
sons if located on a small street unused 
by through traffic. Even for medium- 
sized lots of the better residence sec- 
tions the cul-de-sac street could be used 
to increasing advantage. Some years 
ago the heavy traffic streets were those 
having street car lines and much of the 
frontage on them was in business or 
semi-commercial use. Today streets and 
boulevards, carrying high-speed cars and 
busses, are cut through some of the most 
attractive residential districts to the 
detriment of their quiet and seclusion. 
Only a part of the frontage on through 
streets can be used for business. Cul-de- 
sac streets running from the arterial 
highways would save new residence 
districts from much of this danger and 
would encourage the building of dis- 
tinctive and harmonious houses in each 


cul-de-sac. 
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Another advantage to be mentioned 
is the adaptability of cul-de-sac layout 
for utilizing odd-shaped areas which are 
found in any but a strictly rectangular 
layout. A triangular or trapezoidal area 
formed by a diagonal street can often 
be attractively and interestingly laid 
out without recourse to overly long lots, 
an extra street or a poorly located park 
area or playground. 

A short survey of the possible ad- 
vantages of this type of layout, com- 
pared with the objections to it, warrants 
the suggestion that it be allowed under 
proper restrictions. Such a change in 
subdivision ordinances would give scope 
to the planner and increase the pos- 
sibility of many pleasant residential 
districts of medium-sized lots reasonably 
removed from the danger, noise and in- 
convenience of through traffic streets. 


IT. Increasing Block Lengths 


The second proposal is that the maxi- 
mum length of blocks allowed in sub- 
division layouts should be increased. 
Many subdivision ordinances limit blocks 
to 800 feet in length, others are more 
generous and set the maximum at from 
goo to 1,000 feet. The specific proposal 
is to increase the allowed length to about 
2,000 feet or perhaps even 2,500 feet. 
As in the suggested change of regulation 
of minor streets, the arguments behind 
the present regulations, as well as the 
advantages claimed for the new practice, 
must be examined. 

Long blocks were feared for a number 
of reasons. Without some means of re- 
quiring cross streets a subdivider might 
cut off one or more arterial streets which 
could be extended only by condemnation 
proceedings. Fire hydrants and street 
car stops located at street intersections 
might be far from houses in the middle 
of the block. Long blocks were thought 
to encourage rapid or even reckless driv- 


ing because drivers did not have te 
watch out for many cross streets, 


Pedestrians were inconvenienced by 


long blocks because rapid driving made 
crossing in the middle of the block an un- 
safe procedure and the intersections of 
long blocks often were distant. No 
doubt, too, the traditional short block 
in American cities influenced officials in 
framing regulations for subdivision plat- 
ting. 

Some of these arguments still have 
force, others may be dismissed. Traffic 
officials try to increase, within limits to 
be sure, the rate of traffic flow. Instead 
of slowing the speed of motor cars by 
the fear of cross streets the effort is to 
get through traffic on boulevards 
“routed” for it. Some limit on the 
length of blocks is needed for the 
continuance of such boulevards but they 
seldom run within a sixth of a mile of 
each other. Fire hydrants can be lo- 
cated at other places than major street 
intersections and not all street car 
stops need to be placed at crossings. 
Pedestrians can visit many homes within 
a large block without crossing the major 
thoroughfare and with the widespread 
ownership of motor cars trips of any con- 
siderable distance are usually made in 
them. 

In estimating the advantages of long 
blocks the possibility of combining them 
with cul-de-sac minor streets, as is 
being done in Radburn, New Jersey, by 
the planners of the City Housing Cor- 
poration, should be kept constantly in 
mind. This is not a necessary combina- 
tion but it promises much in the way of 
improvement of customary street lay- 
out. With large blocks interior play- 
grounds are possible in the center of the 
block for the use of its residents. Such 
areas do away with the necessity of 
small children going considerable dis- 
tances, perhaps crossing major streets to 
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reach a vacant lot or playground. The 
aesthetic effect of a properly kept in- 
terior park area is immeasurably superior 
to the alley and rear yard arrangement of 
the customary city block. A large block 
with its large number of residents makes 
possible the development of certain 
neighborhood features, if they are de- 
sired, and mere size protects a large 
block to some extent from the untoward 
effect of misplaced improvements in an 
adjoining block. 

The possible hazard to pedestrians 
crossing a major traffic artery in the 
middle of a long block seems offset not 
only by the ease of going from one part 
of a large block to another but by the 
construction of pedestrian underpasses 
at intersections. Such a separation of 
foot and vehicular traffic is hardly feas- 
ible at all intersections in a small block 
layout but could be used at many, if 
not all, busy crossings in a large block 
plan merely because such crossings 
would be much fewer in number. In 
case the major street bounding the block 
were an artery with six or seven lanes of 
traffic, inner or service drives probably 
would be provided. These could be de- 
signed to allow entrance to the main 
roadway in the middle of the blocks as 
well as at the ends. If it were thought 
necessary to provide short breaks in the 
traffic by stop lights at these mid-points 
at certain times of the day, the crossing 
of passengers and the entrance of cars 
from the service lanes would be protected 
at least as well as at the present street 
intersections. 

One other probable effect of encourag- 
ing these features of residential layout 
deserves scrutiny. The subdivision 
business is highly speculative. Some 
elaboration of this statement will be 
made in the discussion of the fourth 
proposal. The general statement would 
hardly be questioned, however. Prob- 


ably not many more questions would 
be raised by the assertion that the com- 
mon gridiron layout stimulates or at 
least encourages speculation. The con- 
nection is not difficult to locate. Spec- 
ulative buying feeds on the possibility 
of changes in use with accompanying 
changes, usually naively assumed to be 
rises, in value. Standardized layout 
helps the salesman to infer or the buyer 
himself to imagine such changes for al- 
most any lot. All lots look alike and, un- 
less deed or zoning restrictions are in 
force, no reason is apparent to the inex- 
perienced, optimistic buyer why his lot 
should not soon be in a prosperous com- 
mercial district and worth Io times its 
present sales price. 

Further elaboration of this attitude is 
not necessary. The influence of layout 
may be illustrated by a question: Would 
such speculative arguments be as ef- 
fective for a lot on a cul-de-sac street in 
the middle of a 2,000 foot block? It 
seems at least reasonable to suppose 
that even the more hopeful buyers 
would realize that such a lot is designed 
for residential use and that any incre- 
ment in value for some time to come will 
in all probability have to be based on 
such residential use. This is not claimed 
to smother all speculative buying, but 
it certainly would discourage some of it. 

The objection might be raised that 
such layouts would choke commercial 
growth. But to this it need hardly be 
said that, with the present knowledge of 
retail business requirements for land, 
little excuse exists for not making ample 
provision for such needs. In exceptional 
cases the specialized layout would 
not prevent entirely change to business 
use. Some replatting would be necessary 
but this would not be an insuperable 
obstacle if a real demand were felt. In 
fact, change to business, storage, or in- 
dustrial use could be made much more 
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easily than if a 30- to 50-year deed re- 
striction had to be allowed to run its 
course or be broken by a court of equity. 
These first two proposals may seem 
to some readers to be concerned with 
mere arrangement or layout which may 
well be considered by planners but dis- 
missed by others as technical detail. 
The writer believes, however, that they 
deserve careful attention. No intel- 
ligent person dismisses possible changes 
in manufacturing or transportation pro- 
cesses as technical detail. He knows of 
too many cases in which such seemingly 
minor changes have exercised far reach- 
ing economic and social influences. The 
same chain of influence exists in matters 
of land utilization, although the rel- 
atively small amount of popular atten- 
tion which it has received and the slow- 
ness of subdividers to take advantage of 
changes in residential planning have 
conspired to conceal the fact. 


III. Provisions for Group-House 
Construction 


A statement of the third proposal 
would probably be looked at askance 
by most exponents of zoning. The single- 
family, detached house district has been 
established only after many court bat- 
tles. A proposal that it be abandoned in 
large areas and restrictions be changed 
to allow group houses must be justified. 
But the argument for the change is quite 
simple and direct. Fine as a well planned 
and located detached house may be, the 
fact remains that thousands of single- 
family houses in American cities today 
provide inexcusably poor housing; 
crowded together on narrow lots with 
four or six feet between them, shoddily 
built to lower construction costs, mono- 
tonous in appearance, with front and 
backyards too small for recreation, or 
even a pleasant appearance. Thousands 


of them in such cities as Chicago stand 
as monuments to the folly of uncritical 
imitation. Privacy, quiet, individuality, 
and some space for play, which are the 
admitted merits of the single-family 
houses of higher-income classes, are al- 
most wholly absent. 

Under the present single-, double-, and 
multi-family residential restrictions the 
residential districts for low-income 
groups—say for persons of less than 
$2500 or $3000 annual income depending 
on the city—are in a most unhappy 
position. If they are zoned for single- 
family districts, the sort of develop- 
ment suggested above is apt to be the 
result. If the zoning ordinance puts 
them in an apartment house classifica- 
tion, which would allow group houses, 
the possibility of tenement house use 
raises land values to a point which 
offsets the economies of group-house 
construction. A_ two-family zoning 
regulation helps but little. It prohibits 
most group houses and the two-story, 
double-family house district shares the 
weaknesses of the cheap single-family 
district with the added disadvantage of 
a higher density of population. Partially 
as a result of this dilemma, new houses 
of any acceptable quality of construc- 
tion are not being built for families of 
these income classes in American metro- 
politan cities despite the rapid increase 
in their population! 

In the proposal made, such areas as 
are to be residential districts for lower- 
income families would be zoned merely 
as residential districts and protected 
against overcrowding by limiting the 
density of population per acre or frac- 
tion of acre. Such density of population 
restrictions are found today in many 
ordinances in addition to the single-, 
double-, and multi-family restrictions. 





The possible exception is Philadelphia in which 
row houses can be built and sold cheaply. 
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Group houses allowed by such a 
change have several points of superior- 
ity. Although usually confused with the 
dreary row houses of English cities and 
some of the cities of the eastern states, 
they do provide opportunities for variety 
in arrangement without any consider- 
able increase in cost. Shallow court 
groupings, which English planners call 
“road bays,” and proper placing of 
three-, four- and five-unit groups can 
be used to good effect. Group arrange- 
ment, by consolidating the area actually 
covered by the structures, can make the 
vacant area much more usable for 
gardening or play. As for privacy, a 
well-constructed party wall certainly 
guarantees more of it than a four- or 
six-foot side yard with the windows of 
the adjacent houses facing each other. 

Perhaps of even more significance in 
lower-income-group housing are the sav- 
ings in construction and maintenance 
costs. Henry Wright, one of the fore- 
most housing architects of the country, 
is authority for the statement that 
“with similar characteristics of interior 
finish and accessories, the row house in 
brick costs only a trifle more than the 
detached house in wood.” A noticeable 
saving is also made in all municipal and 
public utility connections which run to 
the group rather than to the separate 
units. Savings in heating costs in the 
central units of a group are considerable, 
running in some cases to 50-60% of the 
cost of fuel for a detached house of the 
same size. 

In closing the discussion of zoning 
changes to encourage this type of hous- 
ing, a word of warning is in place. The 
proposal does not anticipate the abolli- 





2 Proceedings, International Housing and Town Plan- 
ning Congress (1926). Vol. I, p. 267. The same fact is 
supported from a different point of view in Cuthbert E. 
Reeves, “The Appraisal of Urban Land and Buildings” 
(Municipal Administration Service, 1928), p. 57-58. 


tion of all single-family districts. This 
should be quite clear. On the other 
hand, it does not imply that group 
houses should be limited entirely to the 
lower-income group mentioned, al- 
though they probably show to the great- 
est advantage there. But the group 
house holds promise for better and more 
varied housing of the medium-income 
classes if members of these classes up 
to about $4,000 to $5,000 income can 
cure themselves of aping the type of 
house lived in by the man of larger 
means. Anyone can see that the stand- 
ard of expenditure of the two groups 
varies markedly and copying the single- 
family, detached house type of architec- 
ture seems a sacrifice of good sense to 
class pride and emulation. 


IV. Classification of Ruanied Lots 


The statement previously made in 
this article that the subdivision business 
is highly speculative is generally ac- 
cepted. A means of measuring, or at 
least suggesting, the enormous loss and 
waste suffered by municipalities as well 
as by individuals under the present 
methods is now available. Some excel- 
lent studies of the number of lots placed 
on public record in several urban dis- 
tricts have been made. Of these, the 
most comprehensive one yet published 
is that by Professor Ernest M. Fisher of 
the University of Michigan’ from which 
Table I was worked out. Column (f) 
should be explained. Total lots recorded 
(d) includes business and industrial as 
well as residential lots. A certain amount 
of vacant land of all kinds is desirable 
just as a small vacancy in apartments or 
office building space is desirable. With 
such a reserve the bargaining power of 
the buyer or lessee is strengthened and 


3 “Real Estate Subdividing Activity and Population 
Growth in Nine Urban Areas,” Ann Arbor: Michigan 
Business Studies (1928). Vol. 1, No. 9. 
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moderate expansion of one use-district 
is possible without encroaching on an- 
other. This desirable vacancy reserve 
was estimated at 8 to 10% and the num- 
ber (not the area) of business and in- 
dustrial lots at 7 to 9% of the total, 
together 17% of all lots recorded. The 
total number of lots recorded in 1926 
(d) was reduced by 17% and the result- 
ing number multiplied by the average 
number of persons per dwelling in each 
city (from the 1920 Census) to obtain 
the population figure in column (f). 
This represents the population which 
could be supported on the lots available 
in 1926 at a density per lot the same as 
in 1920 with due allowance for non- 
residential uses and vacancy reserves. 
The ultra-conservative nature of this 
estimate is shown by the fact that the 
density of population used is that of 
1920, despite the fact that the residen- 
tial trend since 1920 in nearly all urban 
areas is toward multi-family or apart- 
ment units. 

Column (g) is merely a comparison of 
this estimated population with the 1926 
populations. For example, the lots sub- 
divided in Milwaukee, if 83% were used: 


for residence, could support a population 
over twice as large as the present one, 
That such a condition means heavy 
loss to many owners of lots need not be 
proved. The sole hope of thousands of 
owners of such lots is another “boom” 
of the market during which they can 
“unload” on other unwary buyers. The 
economic loss of taking hundreds of 
acres valuable for truck farming or 
recreational purposes out of these uses 
without putting them to another use for 
many years is also evident. The finan- 
cial burdens on the municipalities for 
providing fire. and police protection, 
extending streets, alleys, water and 
sewage mains is enormous. To ag- 
gravate the situation many smaller 
cities are handicapped by wholesale de- 
faults on taxes levied on these subdivi- 
sion lots. Such headlong subdividing 
forces planning bodies either to extend 
their more detailed activities too far 
into the future and thus increase the 
chances of error or to find themselves 
faced with the necessity and expense of 
condemning land to correct the situa- 
tions to which unplanned and uncon- 
trolled subdivision has always led. 


Tasie I. Poputation AND Capacity oF SUBDIVIDED Lots 1n Nine UrsaAn AREAS 

















IN 1926* 
Minimum 
Capacity 
No.—Urban Area Population Total Lots Persons per of Lots—1926 | Population (f) as 
(a) (b) 1926 Recorded 1926 | Dwellings-1920 | 17% Reserve | Percentage of (c 
(c) (d) (e) (f) (g 
re 1, 567,830 1,181,832 6.5 6,375,984 407% 
2. Cleveland.......... 1, 110, 574 336,570 6.8 1,899,601 171 
3. Milwaukee......... 560,625 208, 545 6.8 1,177,028 210 
Py re 313,462 137,988 4.9 572,650 183 
5. Birmingham........ 282,974 124, 356 &.2 526, 399 186 
6. Grand Rapids....... 169,864 93,666 4-7 365,391 215 
oh ee 154,231 82,444 5.6 383,200 248 
8. Lansing............ 79,155 35,273 4:7 137,600 174 
g. Ann Arbor......... 22,710 8,552 4-7t 33,361 147 
4,261,425 2,209,226 11,471,214 269f 




















*All data are from Ernest M. Fisher, “Subdivision Activity and 


Population Growth in Nine Urban Areas” (Ann Arbor: Uni* 


versity of Michigan, Michigan Business Studies, 1928) except column (e) which is from the 1920 Census, Vol. II, Ch. XIV. 
tNot given in United States Census; lowest figure of other cities assumed. 


tPercentage of aggregates, columns (f) and (c). 
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A fact which the table does not reveal 
is the sale of many lots, the writer 
knows of thousands of lots of this char- 
acter in the Chicago area, which have 
not the bare essentials of urban use— 
drainage and accessibility. They are 
covered with water every spring and fall 
and some can not be reached by car 
during at least four or five months of 
the year. Another practice of some 
subdividers consists in taking prospects 
through a first-rate subdivision of an- 
other developer, calling attention to the 
improvements installed and giving the 
impression that this area has been 
developed by the salesman’s company. 
Later the land of the salesman’s com- 
pany which has no improvements in- 
stalled is reached. Some prospects do 
not even ask about improvements; those 
who do are given the answer that the 
improvements have not been installed 
in this section yet. The entire process, 
regardless of its variations, is merely 
misrepresenting the land for sale, build- 
ing up an impression based on another 
man’s subdivision without any attempt 
to inform the buyer of actual conditions 
of the lot he is thinking about purchas- 
ing. 

It is undoubtedly true that many buy- 
ers do not care about improvements; 
they are buying to sell, not to use the 
land. But quite as surely many do hope 
to build and find after they have made 
payments on a lot that they have been 
deceived, that they did not anticipate 
the difficulties and slowness of securing 
improvements, that they must either 
hold the land for years and bear the 
inevitable carrying charges or let it go 
in a tax sale. This unsavory nature of 
much of the real estate business also 
discourages some financially able people 
from buying real estate. They realize 





"See Report, Committee on Public Law Offices, 
Chicago Bar Association, April 4, 1929. 


they are inexperienced in such affairs 
and do not feel safe in relying on the ad- 
vice of “facts” or the salesman. A much 
easier course is to rent and avoid the 
dangers of buying and the bother of 
owning and maintaining urban real 
estate. 

Any attempt to measure in monetary 
units the losses entailed by the past 
policy toward real estate activity would 
be a pure estimate. In any large metro- 
politan area it must run into tens of 
millions of dollars annually. It should 
be recalled that all losses are not borne 
by the “sucker” himself. Some are felt 
by the reputable real estate man, others 
are felt by every taxpayer in the region. 
The recent investigation of graft and 
inefficiency in the administration of the 
Sanitary District of Chicago‘ revealed 
conditions which are exceedingly ex- 
pensive for the urban region but in all 
probability not one-tenth as expensive 
as the policy pursued in subdivision ac- 
tivity. No other considerations than the 
economic loss are involved in the com- 
parison. But whereas the Sanitary Dis- 
trict is now the focus of public attention, 
the old attitude seems to endure re- 
garding subdivision activity, an atti- 
tude which holds that buying and selling 
land is a question of a bargain fairly 
arrived at and about which no one need 
concern himself except the buyer and 
the seller. 

What can be done to change the pres- 
ent wasteful process without incurring 
heavier losses? Several answers might 
be made, but only one can be presented 
in such an article. This proposed answer 
is an enlargement of a suggestion made 
to the writer a short time ago.’ The 
suggestion, made in the form of an anal- 
ogy to present “blue sky” laws for se- 
curities, encouraged the definite formula- 





5 By Dr. Richard T. Ely from a letter from Mr. Paul 
Stark of Madison, Wisconsin. 
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tion of some thoughts on the matter 
which had been in mind for some time.® 


The proposal is to set up a classifica- 
tion of all subdivision residential lots 
based on a few easily determined, yet 
fundamental qualities of such land, and 
to demand that all legal papers referring 
to the lot give its classification and the 
qualities required for such a rating. The 
enforcing of such regulations might 
properly be undertaken by county ofh- 
cials or perhaps, as has been suggested 
to the writer, by the real estate boards. 
The essence of the plan is to set up 
standards which are definite and leave 
very little to the discretion of the en- 
forcing officials and so make clear the 
exact grounds of the classification. The 
last qualification is necessary to mini- 
mize the possible misrepresentation of 
the classification, for example, an in- 
ference that class B refers to a certain 
value or justifies a certain price. A warn- 
ing in this regard might well be included 
as a part of each notice of classification. 

As a tentative classification the writer 
suggests the following: 

Class A— 

(1) (a) The lot shall be so drained, 
either naturally or artificially, 
that it is, in the opinion of the 
county surveyor, suitable for 
dwelling house purposes at all 
seasons of the year. 

(b) The lot shall be accessible 
from the city’s central busi- 
ness section, or from the cen- 
tral business section of the 
nearest city if outside of 
municipal limits, by at least 
one route, the streets of which 
are paved or surfaced so as to 
be passable at all seasons of 
the year. 

(2) The lot shall have the follow- 
ing municipal utilities com- 
pletely installed. If any por- 


tion of such installation is not 
paid for in full, the date and 
amount of each payment to 
be made must be given. 

(a) Water: according to the speci- 
fications of the municipality 
or of the nearest municipality 
if the lot is outside of muni- 
cipal limits. 

(b) Sewerage: according to speci- 
fications as in (a). 

(c) Street pavement: according to 
specifications as in (b). 

(3) The lot shall be within the 
service limits of the following 
public utilities; i. e., it shall be 
so located that public utility 
companies have extended or 
will extend their mains free 
of charge for the service of 
any house erected on the lot. 

(a) Electricity. 

(b) Gas. 

(4) The lot shall be located within 
a settled district; i. e., a dis- 
trict such that % of all lots 
in an area composed of the 
block in which the lot is 
located and all lots touching 
its boundary streets, are built 
upon, 

Class B— Lots meet requirements (1), 
(2) and (3). 

Class C— Lots meet requirements (1) 
and (2). 

Class D— Lots meet requirements (1) 
and (3). 

Class E— Lots meet requirements (1). 

Class F— Lots meet none of require- 
ments. 

In more general terms the four quali- 

ties concerned in all the classifications 
are: (1) drainage and accessibility, (2) 





6See Orman S. Fink and Coleman Woodbury, 
“Area Requirements of Cities in the Region of Chicago, 
4 Journal of Land & Public Utility Economics 273-282 
(August, 1928). 
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and (3) essential utility services, and (4) 
location in an established district. The 
outline of classification might be criti- 
cized either as to the qualities selected 
as the basis for classification or as to the 
more detailed statements by which these 
qualities are defined. The reader should, 
however, clearly distinguish the two. 
For example, some reader might agree 
with the writer in putting accessibility 
as an essential quality of any land 
described as a residential city lot but 
might hold that the definition of accessi- 
bility in (1) (b) is inadequate. His objec- 
tion would be quite different from that 
of a person who believes that the degree 
of development of surrounding property 
is not of sufficient importance to warrant 
placing it in the classification at all. 

One other comment of a general na- 
ture seems pertinent. One of the diffi- 
culties in drawing such a classification 
or in revising or criticizing one is to 
guard against including too many char- 
acteristics. For example, minimum size 
of lot in width, length and area, street 
widths, and laying of sidewalks quickly 
come to mind as items not mentioned 
in the classification given. It must be 
remembered, however, that other con- 
trol and planning regulations are in force 
and should take care of some of the 
points, particularly in regard to layout. 
On the other hand, the classification set 
up is not an attempt to infringe on or to 
add to the code of ethics of the real 
estate organizations. Finally, it can 
hardly be doubted that a too complex 
scheme of classification would defeat 
itself, for it would merely further befud- 
dle the buyer. 

The primary purpose of the classifi- 
cation is to force certain pertinent facts 
on the attention of the prospective buy- 
ers of residential lots in the hope that 
this will reduce some of the losses in- 
herent in the present “free-for-all” 


character of the business. It would thus 
serve as a protection for the inexperi- 
enced buyer for use and might have an 
educative effect on all persons con- 
cerned with urban realestate. Any plan of 
classification must be tested by its prob- 
able, and ultimately its actual, effects 
in achieving these ends. Other probable 
effects, such as raising the standards of 
sales practice and encouraging more 
careful development of new subdivi- 
sions, will be realized only if the classi- 
fication fulfills its primary purpose. 
Protection for the buyer is the founda- 
tion of the whole plan; all other results 
flow from it and should be secondary 
to it in judging the merits of a plan 
of classification as a public policy. 


Summary 


Control measures, both public and 
private, have made praiseworthy starts 
in directing urban land development. 
The greatest danger of each is a constant 
and uncritical copying of certain regula- 
tions. Assuredly changes must be made 
only after due attention and discussion 
but this fact should in no wise be taken 
to imply that suggestions for changes 
are not needed. Additions to our knowl- 
edge of cities and changes in the methods 
of developing them, as well as experience 
with past control measures, make changes 
necessary from time to time. Sugges- 
tions and criticisms both of present 
measures and of proposed changes should 
be expressed. As in most questions 
dealing with land utilization, the perma- 
nence of the results demands thorough 
investigation of all suggestions but quite 
as forcibly demands action on proposals 
which have merit. Every year of delay 
means that thousands of lots are laid 
out in a manner to affect their use prob- 
ably for dozens of years to come. This 
paper is designed to stimulate discussion 
on these four regulatory changes. 





TAXATION OF RAILWAYS IN CANADA: DE- 
VELOPMENT AND PRESENT STATUS 


By HERBERT E. DOUGALL 


tion in Canada has been somewhat 

unlike that in the United States, in 
spite of similar conditions of construc- 
tion, financing and operation. In the 
latter country the roads passed through 
four general periods as far as taxation is 
concerned, i. e., subsidy, exemption, 
uniformity, special taxation.! In Canada 
no such regular change has taken place. 
True, the roads have been given sub- 
stantial aid by federal and provincial 
governments, in the shape of actual cash 
subsidies, land grants, and bond guaran- 
tees. At the same time, during the main 
construction period substantial tax ex- 
emptions were made, while during the 
latter part of the expansion of the lines 
special railway taxes were imposed in 
most of the provinces. But no sharp line 
of division can be made between definite 
periods. In fact, at the present time sub- 
sidy, exemption, and special taxation are 
all in evidence in most of the provinces, 
and at no time has there been a move- 
ment for uniformity similar to that in the 
United States from 1850 on. The whole 
situation has been complicated by the 
active participation of government in 
railway financing, ownership and opera- 
tion, aggravating the extent of exemp- 
tion and limiting the effectiveness of 
special taxation. 

The railway situation in Canada is 
unique in that most of the mileage is 
operated in two systems, the Canadian 
Pacific Railway, a private company, and 
the Canadian National Railways, the 


[sce development of railway taxa- 





1 See Herbert D. Simpson, “Taxation of Public Serv- 
ice Industries, 1 Fournal of Land & Public Utility 
Economics, pp. 44-70, (January, 1925). 





stock of which is owned by the Dominion 
Government. This latter system is com- 
posed, in part, of lines which were origi- 
nally built and operated by the Govern- 
ment and, in part, of others which have 
been taken over by the Government? 
because of their inability to meet fixed 
charges which the Government had 
guaranteed. Table I summarizes the out- 
standing facts of this situation, the sig- 
nificance of which, as far as taxation is 
concerned, will become more apparent 
later, when the special exemptions of 
both of the large systems in the several 
provinces will be pointed out. 

Canadian corporation taxation in gen- 
eral, and taxation of railways in par- 
ticular, presents a veritable patch-work 
quilt effect, and it is the purpose of this 
article to set forth an orderly picture of 
the various methods used under the 
several jurisdictions, placing chief em- 
phasis upon the forms of taxation with 
some consideration of their development 
and effectiveness in each province. Ina 
later article the effects of the non-uni- 
form taxation system, and of the sub- 
sidies, exemptions and special considera- 
tions upon the relative tax burdens of 
the railways will be analyzed from actual 
tax data. 

Railway corporations in general are 
taxed by three distinct jurisdictions: the 
Dominion Government, the several prov- 
inces, and the municipalities (Table II). 
This classification will be followed in 
the subsequent discussion. 

But in order to understand the meth- 
ods of taxation of railways in Canada, 


2The Canadian Northern in 1917 and the Grand 
Trunk in 1920. 
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TasLe I. DistriBuTIoN oF MILEAGE, CAPITALIZATION, EARNINGS, AND TAXES, CANADIAN 
Raitways, DECEMBER 31, 1926* 




















SINGLE TRACK CAPITALIZATION EARNINGS 
MILEAGE (in Millions) (in Millions) Total Taxes 
CoMPANY 
Percent. Gross Net Year 
Miles of Funded Stock Total Operating | Operating Net Ending 

Total Debt Revenue | Revenue Income | Dec. 31, 1926 

C.N. R. System .| 20,708 51.32%) $1,823 $609 $2,432 $226 $35 $30t $3,474,286 
C. P. R. System..| 13,861 34-35 78 653 731 198 48 41 5,722,082 
All Others....... 5,783 14.33 278 119 397 7O 21 25 1,587,420 
Total. ........ 40,352 100.00 $2,179 $1,381 $3,560 $494 $104 $36 $10, 783,788 
































* Gouaies from Statistics of Steam Railways of Canada, Dominion Bureau of Statistics, 1926. 


+ Deficit. 


it is necessary to go back to the begin- 
ning of the federal form of government. 
In 1867, confederation of the colonies 
then forming the organized parts of 
British North America necessitated the 
transfer of important fiscal rights from 
the different provincial governments to 
the federal government, leaving the 
former in the position of subsidiary 
entities with only those powers which 
were expressly delegated to them. The 
British North America Act of that year 
gave the Dominion Parliament ex- 
clusive rights to levy and collect cus- 
toms and excise duties.? Deprived of 
this important source of revenue, other 
methods had to be provided to take care 
of the expense of the several important 
functions still left in the hands of the 
provincial legislatures.* Accordingly the 
power to levy direct taxes within the 
province for provincial purposes was re- 
served to the provincial governments.® 
To recompense the provinces further 
for their loss of revenue, the Act pro- 
vided that the Dominion Government 
should relieve each province of a certain 
amount of its debt, and a Dominion 





3 30 Vict., c. 3, art. 91 (1867). 

See A. B. Clark, “Taxation in the Western Provinces 
of Canada,” National Tax Association Proceedings 
(1914), pp. 434-36. 

5 30 Vict., c. 3. art. 92 (1867). (Confusion as to the 
meaning of this provision as far as taxation of railways 
is concerned was cleared up in Canadian Pacific Ry. 
Co. v. Notre Dame de Bonsecours (1899). See S. W. 


subsidy was arranged, consisting of (1) 
an annual grant of 80 cents per head of 
the population of the province, and (2) a 
specific sum annually toward the ex- 
penses of the provincial government.® 
Thus at the outset a cardinal principal 
of public finance was violated, i. e., a 
distinction was made between the col- 
lecting and spending authorities for the 
same revenue. Dominion subsidies form 
a smaller proportion of provincial reven- 
ues than they once did, but it is time that 
this practice be discontinued. 

The provinces which were incorpo- 
rated into the Dominion in 1867,’ and 
British Columbia (in 1871) were al- 
lowed to retain all their crown lands, 
which net them considerable revenue, 
but in those created since then (Mani- 
toba, Alberta, and Saskatchewan) the 
title to ungranted public lands has been 
retained by the Government of Canada 
for the benefit of the whole Dominion.® 


I. Dominion Taxes 


The only Dominion tax directly affect- 
ing the railways is the tax on net income 
first imposed in 1917 by the Income War 
Tax Act,® and originally a rate of 10% 


Jacobs, Railway Law of Canada, (Montreal: John La- 
vell and Son, Ltd., 1909) p. 30. 

8 [bid., arts. 102-119. 

7 Ontario, Quebec, New Brunswick, Nova Scotia, 
Prince Edward Island. 

8 See Clark, op cit., p. 435. 

9 7-8 Geo. V., c. 28 (1917). 
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on all corporate incomes over $2,000 
with one half percent. increase on tax- 
able incomes over $5,000, but which at 
the present time stands at 8% on all 
corporate incomes over $2,000. This tax 
is payable by all lines except those whose 
property is held by the Crown,!° and by 
those to which special exemptions have 
been given. 


II. Provincial Taxation 


Provincial taxation of corporations in 
Canada has taken a remarkable number 
of forms, no one principle having been 
followed in all the provinces, and in only 
one province (British Columbia) has any 
one method been applied to all types of 
corporations. Twelve different methods 
of taxing different types of corporations 
are in use in the nine provinces, and in 
Nova Scotia alone nine separate forms of 
corporate taxation are employed. The 
railways have shared in this diversity, 
as Table II shows. An arbitrary lump 
sum is levied in one province; mileage is 
the basis in four others; gross earnings 
in two others; and a rate on an arbitrary 
assessed value in the remaining two. 

Lump Sum Payment. In the three 
Maritime provinces, a rather unusual 
situation is found with regard to the 
taxation of railways because of the pre- 
ponderance of government owned and 
operated lines. 

In Prince Edward Island, the tiny 
Province off the coast of her sister 
Maritimes, the 276 miles of line are 
operated by the Canadian National 
Railway System, which pays to the 
Province the sum of $40,000 annually in 


10 Such as the Intercolonial in the Maritimes and the 
National Transcontinental (a part of the Grand Trunk 
System), both now included in the Canadian National 
System. 


"Letter from the Assistant Provincial Treasurer, 
Prince Edward Island, September 7, 1927. In 1926, the 
Canadian National Railways distributed $500,000 
among the three Maritime Provinces under this ar- 


lieu of taxation, “this arrangement being 
in order to compensate Prince Edward 
Island which would otherwise be unable 
to tax the property of the federal 
government.” The question of revising 
this amount is to be reconsidered in 1930. 
No other taxes of any kind are borne by 
railways in this Province. 

Mileage Basis. In Nova Scotia 
revenue from taxes on railways is 
limited by the extent of government 
ownership and by the extent to which 
railways were given tax exemption in 
many municipalities. The Provincial 
Revenue (Corporations) Act! imposes 
a straight levy of $50 per mile of single 
main line track and $30 per mile of 
additional. If a company operates a line 
over 150 miles long, it pays an additional 
tax of $20 and $15. Upon each main 
line between 60 and 150 miles in length 
the additional tax is $10 per mile for one 
track. Railway corporations are also 
subject to registration taxes on their 
capital stock and a tax of 1/10 of 1% 
on capital stock, less any amount pay- 
able under the special mileage tax. 

In New Brunswick a special Railway 
Taxation Act was first enacted in 1913, 
and revised in 1916 for the imposition 
of a provincial levy of from $50 to $100 
per mile of track within the Province at 
the discretion of the Lieutenant-Gover- 
nor-in-Council (i. e., the Cabinet).% At 
the present time the tax is $100 per mile, 
the highest rate in any Province. 

These last two provinces have ap- 
parently followed the lead of Ontario 
and Quebec in taxing railways. 

The older Provinces of Ontario and 
Quebec led the way in taxation of cor- 


rangement, $250,000 per annum retroactive to 1925. Of 
this amount Nova Scotia receives $91,000, New Bruns- 
wick $119,000, and Prince Edward Island $40,000. 


2R,S.N.S., c. 16, sec. 14 (1923). (Original Act, 
1921, c. 3, sec. 12.) 


13 6 Geo. V., c. 35, sec. 2 (1916). 
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TaBLe II. Forms or Raitway Taxation, Dominion oF CANADA. 












































Taxing Prince 
Juris- Edward Nova New Quebec Ontario Manitoba | Saskatche- | Alberta British 
diction Island Scotia Brunswick wan Columbia 

PROVINCE} $40,000 per | $50 and $30] $50-$100 | $30 per $60 and $40] Maximum | 3% of gross| 1% of value | 2% on as- 

annum in | per mile of | for each mile of per mile in | of 3% on | earnings if | of road set | sessed value 
lieu of main track;| mile oper- | main track;| municipali- | gross earn- | in opera- at $20,000 | of $1 
taxes. (C. | $30 per ated over. | $15 per ties; addi- ngs in tion 7 years} per mile mile o 
N. R. only) | mile of mile of ad- | tional tax | Province or more; until in- of main 
branch; ad- ditional of $40 and | (now 2%) | 14% if in | quiry. ck, 
ditional tax track; $20, | $20. operation $3,000 for 
of $20, $15, and $10 for 5-7 years. spurs, etc. 
and $10 if branch 
line exceeds lines. 
150 miles. 

LocaL None. On all prop-} On real es- | On “‘im- On all prop-| On fixed Same as On land In organ- 
erty as- tate only, | movable” | erty except | property Manitoba. | and im- ized terri- 
sessed at at actual property at | roadbed, or munici- provements | tories, land 
actual cash | value. actual land valued | pal im- at actual at true cash 
value (esti- value, that | at value of | provements value. Max-/ value (as in 
mated as at of land es- | land in lo- | only. Land imum as- poeest of 

auction) timated ac- | cality. valued at sessment of | a debt). 
cording to full value, land of 
average of buildings, $1,000 per 
neighbor- at 34 value. mile of 
ing land. right of 
way. 
DoMINION} 8% of net incomes over $2,000. 








porations, and their legislation, par- 
ticularly that of the former, has set up 
precedents which the newer provinces 
have followed. From the first period of 
railway construction in the early fifties, 
however, down to 1899 no special pro- 
vincial taxes were levied in Ontario, be- 
cause the Dominion subsidies and the 
income from public lands, minerals and 
forests provided sufficient revenue for 
provincial expenditures for some years 
after confederation. Ontario has not yet 
resorted to direct property taxation for 
provincial purposes. That source has 
been reserved entirely for the support of 
the local jurisdictions. ‘‘As a result, the 
people of Ontario have . . . lived in 
blissful ignorance of the trials and diffi- 
culties of administering a general prop- 
erty tax, for the double purpose of fur- 
nishing a municipal and a Provincial 
revenue. They have thereby escaped the 
fate of practically every American 
state,” 

In 1899 Ontario led the way in im- 
posing special taxes upon particular 





™ Report of the Ontario Commission on Railway 
Taxation (1905), p. 8. 


62 Vict., c. 8 (1899). 


classes of corporations, this new depar- 
ture being deemed necessary to supple- 
ment the provincial revenue. The 
Supplementary Act of that year im- 
posed a tax of $5 per mile on all railways 
(main track) regardless of the relative 
capital employed, value of property, and 
earnings. In 1904 the tax was increased 
to $30 a mile, with a rough gradation in 
rates for extra track.'® But it will be seen 
that no change in the system in Ontario 
has been made from this beginning. 
Weak lines, strong lines, new lines, old 
lines, are all on the same basis. 

In 1904 a Commission was appointed 
“to inquire into and report upon the 
various phases of railway legislation in 
force in the United States affecting the 
taxation of railways.” The necessity for 
the investigation had become clear in the 
hearings before the Assessment Commis- 
sion of 1902 (described below) and in the 
growing realization that the provincial 
tax on railways was inflexible and un- 
proportional. The Taxation Commis- 
sion turned to a study of taxation of 

164 Edw. VII., c. 3 (1899). See also S. Vineberg, 
Provincial and Local Taxation in Canada (Columbia 


University Studies in History, Economics, and Public 
Law, Vol. LII (1912), p. 119. 








| 


i 
/ 





264 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


railways in the United States and 
selected states “which were most likely 
to be instructive for Ontario, and in 
which our Canadian railway systems 
owned or controlled more or less im- 
portant sections, or with whose lines they 
were most intimately connected.” All 
information and testimony available on 
the subject were examined carefully with 
the hope that an adequate and equitable 
system of railway taxation for the 
Province might be worked out. The 
questions of the proper form which rail- 
way taxation should take and whether 
corporate property should be taxed on 
the same basis as private property were 
particularly examined. The decision of 
the Commission was that “the popular 
belief and claim that corporate property 
can and should be assessed and taxed on 
exactly the same basis as private prop- 
erty, is quite impossible of realization.”!® 

As for railway taxation in particular, 
the Commission attempted to determine 
the most equitable basis of valuation for 
tax purposes, and discarded cost of pro- 
duction, market value, stock and bond 
values, and recommended a tax on 
earning power, as represented by gross 
earnings, or net earnings, if they could 
be determined accurately. This method 
was considered the most equitable as 
well as the simplest, most practical, and 
most flexible. Furthermore, its opera- 
tion is a matter of public record, and it is 
most advantageous in doing away with 
the difficult taxation of franchises. The 
Commission also attempted to show that 
“it is to the interest of the municipalities, 
as well as of the efficiency of corporate 
taxation, that the Province should un- 
dertake the general taxation of corpora- 
tions, leaving to the municipalities the 
right to tax their lands and buildings 





17 Report of the Ontario Commission on Railway 


Taxation (1905), p. 5. 
18 Jhid., p. 11. 


only,”’® each railway corporation paying 
the Province the difference between its 
total local taxes and the amount of the 
gross earnings tax. As for the rate of 
tax, that could be “‘adjusted from time 
to time to suit the increasing prosperity 
of the country and of the corporations,” 
3% being a rate in common use in the 
United States. 

The Commission was opposed to the 
existing (and still extant) per-mile tax, 
maintaining that ‘“‘a tax on gross earn- 
ings, however, would very largely cor- 
rect these inequalities (between railroads) 
and would, to a far greater extent than 
any other system possible of application 
to the railroads of Ontario, result in an 
equitable adjustment of the burdens as 
between the different railroads operating 
in the Province.”?° 

Another significant and forward look- 
ing recommendation of this Commission 
was for the appointment of a Provincial 
Board of Taxation to administer the 
corporation tax laws and to prevent 
double taxation. 

The whole work of the Commission 
has been highly regarded by all students 
of public finance. Its recommendations 
were made after a most thorough in- 
vestigation and study. The legislature 
followed the second of these recommen- 
dations in the following year, when the 
roadbed was removed from the list of 
railway property locally taxable,” but 
its major suggestions have been ignored. 
To compensate the municipalities for 
the loss resulting from the exclusion of 
railway roadbed from local taxation, in 
1906 it was provided also that one-half 
of this Provincial revenue over $30,000 
be paid out to the municipalities of the 
Province in proportion to population.” 

19 Tbid., p. 30. 

20 Tbid. 


21 6 Edw. VII, c. 36, sec. 13 (1906). 
2 See The Corporations Tax Act, 17 Geo. V., sec. 24 


(1927). 














as 
sti 
tr 
tr 
sic 


tra 


bec 
twe 
bee 
the 
nuz 
sub 
tax 
the 
are 
ure 


ying 
1 its 
the 
e of 
time 
rity 
ns,” 


the 
the 


tax, 
arn- 
cor- 
ads) 
han 
tion 
1 an 
S as 
ting 


»0k- 
sion 
cial 


the 


Tent 


sion 
2nts 
ions 

in- 
“ure 
\en- 
the 
t of 
but 
red. 

for 
1 of 


ralf 











TAXATION OF RAILWAYS IN CANADA 265 


The Ontario Corporations Tax Act, 
as at present constituted, imposes a 
straight tax of $60 per mile for one 
track and $40 per mile for additional 
track (exclusive of switches, spurs and 
sidings) on railways in any organized 
territory, and $40 and $20 per-mile tax 
in addition, paid by lines exceeding 150 
miles in length.” 

The Province of Quebec led the way 
in the taxing of railway corporations as 
such, in order to tap the growing per- 
sonal property in the Province, against 
which there was no tax, and in 1882 
passed the first corporation tax law,™ 
two years after that of the state of New 
York. By this Act certain railways, 
definitely specified in a schedule, were 
taxed at the rate of $20 per mile. All 
those which had received subsidies from 
the Province paid $10 per mile, and the 
remainder $5. Changes in the rates were 
made in 1889 and 1895, and in 1907 all 
railways were made subject to a rate of 
$30 per mile for main-line single track, 
with $15 per mile for each additional 
track, and $20 and $10 on branch lines.” 

At the present time railways in Que- 
bec are subject to Provincial levies of 
two kinds: (1) All companies that have 
been subsidized by the Government of 
the Province are subject to a special an- 
nual tax of 14 of 1% of the amount of the 
subsidy, or, if the company chooses, to a 
tax of 5% of the net earnings, provided 
the returns establishing such net earnings 
are forwarded to the Provincial Treas- 
urer in time; (2) All railways carrying 
on business in the Province are subject 
to a mileage tax, prescribed by the 
Corporations Tax Act,?’ at the same rates 
as designated in the Act of 1907. 





% Tbid., sec. 3. 

4 45 Vict., c. 22 (1882). 

% 7 Edw. VII, c. 13, sec. 8 (1907). 
*R.S.Q., c. 31, secs. 2 and 3 (1925). 
77R.S.Q., c. 26, art. 5, sec. X (1925). 


Tax on Gross Earnings. In order to 
encourage the rapid expansion of rail- 
way facilities into the Canadian West 
during the great period of railway build- 
ing from 1875 to 1900, the new lines were 
granted tangible aid by local, provincial 
and Dominion governments in the shape 
of land grants, subsidies, guarantee of 
securities, and many exemptions from 
taxation. The Provinces of Alberta and 
Saskatchewan were formed out of the 
Northwest Territories in 1905, and be- 
fore that time, and for some time after- 
ward, practically the only corporations 
in these provinces were the railway 
companies, some of which, under their 
original charters, had special privileges 
in regard to taxation.2® Under the Con- 
solidated Ordinances of the Northwest 
Territories, as formerly constituted, those 
railways which were not exempted were 
liable in respect to the land occupied by 
them. Each company was required to 
make a return to the Council of the 
Territories as to its holdings of land and 
the value of its structures, and it was 
thereupon assessed at a maximum of 
$1000 per mile.2? Under the Municipal 
Ordinance all real and personal property 
was taxable at the same rate.*° 

The new “prairie provinces” did not 
follow the methods of taxing railway 
corporations which were then in vogue 
in the older provinces, except to a limited 
extent. The personal property tax was 
left to the municipalities, as was be- 
coming the practice in some of the states 
in the Union. The Dominion subsidy 
formed a large part of the revenues of 
these provinces, and the necessity for a 
diversified and elastic taxation system 
was not at first realized. As will be seen 


28 See James Mavor, “Canadian Methods of Taxing 
Corporations,” National Tax Association Proceedings 
(1908), p. 604. 

29 Consolidated Ordinances, N. W. T., c. 71. In force 
September 1, 1905. 

30 Thid., c. 70. 
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below, in some respects the methods of 
taxing railway corporations in the west 
were distinctly in advance of those used 
in Ontario and Quebec, but the extent 
to which railways were granted whole- 
sale exemption has robbed this potential 
source of income of most of its signifi- 
cance. 

According to the terms of the Cana- 
dian Pacific charter, and as specified in 
the special act concerning the Company, 
the first transcontinental railway in the 
Dominion was granted complete exemp- 
tion from taxation of stations, grounds, 
buildings, yards, rolling stock, and 
capital stock “by the Dominion, or by 
any Province hereinafter to be estab- 
lished, or by any municipal corporation 
therein; and the lands of the company, 
in the Northwest Territories, or until 
they are either sold or occupied, shall 
also be free from such taxation for 
twenty years after the grant thereof by 
the Crown.’*! This provision has sub- 
stantially decreased the income from 
railway taxation of all the provinces, 
particularly those in the west, because 
of the predominance of this Company’s 
lines. Although the Canadian Pacific 
Railway is by no means totally exempt 
from taxation, as Table I shows, the 
presence, side by side, of a specially 
treated private company and a pub- 
licly operated system, comprising to- 
gether most of the mileage of the coun- 
try, has deprived some of the provinces 
of what would otherwise be a substantial 
income. 

The Canadian Pacific Railway is, of 
course, liable to income taxation by the 
Dominion Government and in 1926 paid 


$2,000,000 on this account. From Janu- 


3144 Vict., c. 1. An Act respecting the Canadian 
Pacific Railway, February 15, 1881. 

2 See Harold A. Innis, History of the C. P. R. (London: 
T. S. King and Son, Ltd., 1923), p. 239, n. 

%Tetters from Deputy Provincial Secretary of 
Manitoba, October 23, 1928, and November 26, 1927. 





ary I, 1918, until one year after the 
declaration of peace the Canadian Pacific 
Railway, by Order-in-Council, bore an 
additional tax of ¥ its net earnings from 
railway operation in excess of 7% on its 
common stock up to $7,000,000 and an 
income tax on all earnings other than 
those from railway operation. These 
taxes were not exacted after 1919.” 

In the Province of Manitoba, the 
original exemption of the Company 
obtained, but applied only to those por- 
tions of the main line which existed at 
the time of the chartering of the Com- 
pany. For many years the Company 
enjoyed practically complete freedom 
from taxation, the original reason being 
the recognition of the tremendous ob- 
stacles which the promoters of the line 
faced from 1881 to 1885 in pushing 
construction of the main portions of the 
road through endless miles of practically 
unsettled and unoccupied territory. 
When the boundaries of the Province 
were extended in 1882, the same exemp- 
tions applied. At the present time, how- 
ever, the Canadian Pacific, in lieu of tax- 
ation, pays to the Province of Manitoba 
a lump sum of $384,500 in accordance 
with an amicable arrangement that was 
arrived at some time ago, and will con- 
tinue to pay this sum until 1930, when 
the matter will again come up for con- 
sideration.® 

As an illustration of the aid given to 
this railway, Professor Innis, in - his 
excellent account of its history, points 
out that the City of Winnipeg had 
granted the Company a bonus of $200,- 
000, a free right of way, exemption of all 
its property from taxation forever, and 
the Louise Bridge, costing $250,000.*4 


4 See H. A. Innis, op. cit., p. 181. In all, the Canadian 
Pacific Railway and its subsidiaries had, by December 
31, 1926, been made federal land grants of a total of 24, 
941, 979 acres. (Statistics of Steam Railways of Canada, 
1926, p. 12.) 
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The Canadian Northern Railway and 
its subsidiaries, built largely after 1900, 
was also granted aid in several ways by 
Dominion and Provincial administra- 
tions, but was never exempt from tax- 
ation in any form, being liable under the 
general provisions outlined below. But 
in 1917 it was taken over by the Cana- 
dian National lines, and its holdings are 
the property of the Crown.® Neverthe- 
less, the Province of Manitoba receives 
annually from this source $175,000 
which amount was paid prior to the 
acquisition by the Government and has 
been continued since that time. 

The general provisions in Manitoba 
for taxation of non-exempt lines are 
quite different from those used in 
Ontario and Quebec. In this Province, 
prior to 1900, the railways, like other 
corporations, had been subject to munic- 
ipal taxation only. In 1900 Manitoba 
followed Ontario with a Corporation 
Taxation Act® and a Railway Taxation 
Act,’” the latter applying to steam rail- 
ways only, and making railways subject 
to Provincial instead of municipal tax- 
ation, save in respect to their real 
estate.38 This Act required all railways 
within the Province (except those es- 
pecially exempted) to pay during the 
years 1900, 1901, and 1902, 2% on their 
gross earnings, and in each year there- 
after such sum as might be determined 
by the Lieutenant-Governor-in-Council 
not exceeding 3% of gross earnings. No 
company has, up to the present, paid 
more than 2%. Railways are exempt 
from all other taxes except those im- 





3 “‘Where the title to the properties is actually vested 
in the Crown, as in the case of the Intercolonial and the 
Transcontinental, no taxes are legally enforceable, 
since the provision of the British North America Act 
(Art. 125) clearly applies. In all other cases where the 
interest of the Crown is a stock interest by stock con- 
trol, either in whole orin part . . . the title to the 
property remains in the Company, and the property 


is taxable by the provinces concerned.”—Opinion of 


Gerald Ruel, K. C., General Counsel of the C. N. R., in 


posed on land subsidies from the Domin- 
ion, on land held for sale, and the 
frontage tax for local improvements. 
Each railway is responsible for demon- 
strating the accuracy of the gross earn- 
ings figures for the Province, presented 
to the Provincial Treasurer. In view of 
the impossibility of segregating the earn- 
ings by Provinces, the amount of taxes 
payable in Manitoba, other than those 
paid by the large systems as mentioned 
above, is really a matter of agreement 
between the railway company and the 
Province, which has been theoretically 
fixed at 2% for the last 28 years, but 
which has always been arbitrarily deter- 
mined.*® 

It is interesting to see the effect of 
individual bargaining upon the opera- 
tion of what would otherwise have been 
a distinct improvement over the mileage 
system used in the east. This 2% rate on 
gross earnings was really the result of a 
bargain made between the Canadian 
Northern Railway Company and the 
Government, when the former was being 
encouraged to build lines throughout the 
Province. Accordingly, the same rate 
was made for all railways.*° As the ex- 
cellent report of the Manitoba Assess- 
ment and Taxation Commission of 1919 
points out, 


* . on account of the Canadian 
Pacific Railway Company putting forth a 
claim that they could not be taxed upon 
earnings on portions of their lines outside of 
the original boundaries of the Province at 
the time when they obtained their charter, 
and contentions that the work involved in 
dissecting the revenues earned in the Prov- 


J. H. Blumenstein, The Taxation of Corporations in 
Canada, McGill University Economic Studies, No. 3, 
PP. 32-33. 

% 63-4 Vict., c. §5 (1900). 

37 Tbid., c. 57. 

88 See A. B. Clark, op. cit., p. 438. 

39Letter from the Tax Commissioner, Canadian 
National Railways, November 29, 1927. 

40 Report of the Manitoba Assessment and Taxation 
Commission (1919), p. 98. 









ince upon traffic emanating in . . and 
passing through the Province, would be very 
dificult and expensive to compile, special 
arrangements were made with the Canadian 
Pacific Railways Company from time to time 
as their revenues and earnings increased, 
and in order to make the tax upon the C. N. 
R. Co. on an equitable basis with the C. P.R. 
Co., their line was also dealt with by special 
arrangement with the Government from time 
to time.’’4 


The real results of Manitoba’s dis- 
tinctly better form of railway taxation 
have been largely nullified, but in spite 
of this the taxation of railway corpora- 
tions by the Province, instead of by the 
individual municipalities, is a benefit 
generally, because of lack of uniformity 
in local assessments and rates, the es- 
sential unity of railway property, and 
the character of railway traffic. An 
additional improvement, that of a Pro- 
vincial Tax Commission similar to the 
State Commissions in this country, was 
recommended by the Commission, which 
was appointed to inquire into actual and 
possible methods of assessment and to 
suggest improvements. The Commission 
believed that “a model system of assess- 
ment and tax reform should include the 
selection, length of engagement, remun- 
eration, and general control and direc- 
tion of municipal assessors by a capable 
central authority.” Like that of its 
predecessor in Ontario, the report of this 
Commission, containing as it does a 
remarkable survey and analysis of taxa- 
tion theory and procedure, has had but 
little effect upon the system now in force. 

The sister Provinces of Alberta and 
Saskatchewan were formed out of the 
Northwest Territories on September 1, 
1905, and, as we have seen, were de- 





41 Jbid. (Statement of the Provincial Treasurer.) 

© Tbid., p. 14. 

Op. cit., p. 127. This railway is, however, decidedly 
not tax-free. 

“8 Edw. VII, c. 32 (1908). 
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prived of one of their chief sources of 
revenue by the exemption of the Cana- 
dian Pacific Railways. As Vineberg has 
pointed out, “unless it will be possible 
to devise a method of conforming the 
Company to the letter of the law and at 
the same time compelling the Company 
to contribute to the support of the 
Provinces, it is not likely that the rail- 
way will be taxed.’ 

In 1908 the Railway Act“ was passed 
in Saskatchewan, stipulating a tax on 
gross earnings of railway corporations 
for Provincial revenue. It was hoped 
that the Canadian Pacific Railway 
would be reached in this way and forced 
to contribute. The Company, however, 
disputed the claim, but the provisions of 
its charter exemption applied only to the 
Company’s lines as of 1881 and are not 
really applicable to subsidiary lines at 
present operated within the Province.“ 
These lines have therefore been subject 
to taxation. The dispute with regard to 
the gross revenue tax has never really 
been settled, but in the meantime the 
Company has paid a Provincial tax 
which for 1926 amounted to $135,- 
009.66. 

The Canadian Northern Railway, 
now a part of the Canadian National 
System, has become exempt from taxa- 
tion under the Act of 1908 because its 
bonds and debentures were guaranteed 
by the Provincial Government. All other 
railway lines must pay such a portion 
of their gross earnings as shall be deter- 
mined by the Lieutenant-Governor-in- 
Council, the rate not to exceed 3% for 
railways which have been in operation 
for seven years or more, and 114% when 
in operation more than five years and 
less than seven.*” 


4 See Brown, op. cit., p. 438. 


48 Statistics of Steam Railways of Canada, 1926, p. 173. 
(Dominion Bureau of Statistics.) 


47R.S.S., c. 32, sec. 3 (1920). 








“act 


Gov 
to € 
tion 
1% 

amo 
$20¢ 
emp 
oper 
in 1 
the: 
have 
tee | 
tee.” 
Paci 
then 
Sask 


dian 
in b 
Don 
assu 
coul 
colo: 
for t 
east 


of tl 
ing } 
tual 
econ 
way 


48 6 

19 A 
$11,93 
amour 

509 
Op. cit. 





s of 
ina- 


ible 
the 
1 at 
any 


-ail- 


sed 


AY; 
1al 
ca- 
its 
ed 
ler 
on 


of- 


or 
on 
en 


id 


73: 








TAXATION OF RAILWAYS IN CANADA 269 


Rate on Arbitrary Assessed Value. In 
the Province of Alberta we find again 
the system of municipal and provincial 
taxation, as in force in the Provinces 
of Ontario and Quebec. In Alberta, 
however, provincial taxation of railways 
is on neither a mileage nor an earnings 
basis. The Act of May 9, 1906,‘ pro- 
vided for a provincial tax based on the 
“actual value” of each railway, which is 
to be determined by the Lieutenant- 
Governor-in-Council, and which is not 
to exceed, according to the Act, a valua- 
tion of $20,000 per mile, and the tax is 
1% of this value. This practically 
amounts to a straight mileage tax of 
$200 per mile.*® An Act of 1908 ex- 
empted all railways which have been in 
operation for less than seven years, and 
in 1909 $30 per mile was declared to be 
the maximum amount for railways which 
have been aided by a Provincial guaran- 
tee during the currency of the guaran- 
tee.°° The burdens of the Canadian 
Pacific and Canadian National lines are, 
then, very light in this Province as in 
Saskatchewan. 

The promised building of the Cana- 
dian Pacific Railway was the chief factor 
in bringing British Columbia into the 
Dominion in 1871. In fact, only the 
assurance of the completion of the road 
could have induced the people of that 
colony to become part of the Dominion, 
for the linking of the far west with the 
east by bands of steel, and the filling in 
of the central plain through the result- 
ing immigration, was necessary for ac- 
tual as well as for political unity. The 
economic importance of adequate rail- 
way facilities to British Columbia led to 





486 Edw. VII, c. 30 (1906). 


49 As a matter of fact, the value has been fixed at 
$11,935.34 per mile, and the 1% tax is paid on that 
amount. 


509 Edw. VII, c. 5., sec. 10 (1909). See Vineberg, 
op. cit., p. 128. 


the same encouragement there in the 
shape of subsidies, security guarantees, 
and special exemptions, making the 
problem of railway taxation by no means 
simple. 

British Columbia is the only Province 
which raises provincial revenue by taxes 
upon real estate. The nature of this tax 
is, however, not practically different 
from the straight mileage tax imposed 
in some of the other provinces. A special 
Act provides for the assessment and 
taxation of railways, under which each 
railway annually files with the surveyor 
of taxes complete data with regard to 
the number of lines of track of all kinds, 
exemptions claimed, land grants ob- 
tained, lands sold, etc. A uniform 
valuation of $10,000 per mile of main 
lines and branch track and $3,000 per 
mile of subsidiary track is then taken 
and a 2% rate applied.” This is supposed 
to be a tax on real and personal property 
and income. The provisions for railway 
assessment do not apply, however, to 
property situated within the limits of 
any organized municipality. 

Whatever may be the merit of this 
grouping together of right-of-way, per- 
sonal property, income, and rolling stock 
and taxing it all on the basis of real 
estate by the Province, it is destroyed by 
the application of a uniform rate and 
assessment. As Professor Murray Haig 
pointed out in his valuable taxation re- 
port in IgI9g, “to tax railways . .. at 
the same figure per mile is so rough and 
inexact a method as to be acceptable 
only when the tax burden is insignificant. 
If the railways are asked to bear heavy 
taxes, a more equitable method than the 
present one should be applied to appor- 


5 R. S. B.C., c. 71, secs. 108-13 (1926-27). Original 
Act, 1907, c. 42. 

8 The rate was 1% before 1917. The first separate 
railway assessment act was passed in 1894, providing 
for an assessment of $3,000 per mile, and in 1908 the 
assessment was increased to $10,000 per mile. 
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tion the burden among the various 
companies.’” 


III. Local Taxation 


Except in the case of British Colum- 
bia, the local jurisdictions alone tax rail- 
way real estate. No great divergence in 
nominal appraisal methods is to be 
found in the different provinces, where 
in each case provincial legislation has 
laid down ‘the procedure of municipal 
assessment and taxation. Details of 
assessment, property included, and rates 
all vary, of course, in the separate prov- 
inces. In all the provinces, ratepayers 
may be required by assessors to furnish 
statements of taxable property, with 
usually a penalty imposed for rendering 
a false statement, and right of appeal to 
the local council or board of revision, 
and then to the county courts. No 
political favoritism, no party connection, 
and no spoils system mar the efficiency 
of the Canadian assessors. Canadian 
municipalities have kept their local 
affairs free from party politics, and it is 
safe to say that, in the majority of cases, 
assessors are chosen for their ability to 
perform their duties efficiently rather 
than because of their party connections.™ 

Nova Scotia. In the local municipali- 
ties in Nova Scotia, railway property 
(privately owned) is subject to the 
property tax under the Assessment Act, 
which stipulates that “all property liable 
for taxation shall be assessed at its 
actual value, such value being the 
amount which in the opinion of the 
assessor it would realize in cash if of- 
fered at auction after reasonable no- 
tice.” This basis would certainly not 
make for uniformity of burden among 
the 66 municipalities of the Province. 





53 Reports of the Board of Taxation appointed under 
the Provisions of the Board of Taxation Act of 1917, 
(submitted March 1, 1919), p. 113. 

4 See Vineberg, op. cit., p. 93. 


New Brunswick. As far as municipal 
taxation is concerned, the Assessment 
Act of New Brunswick makes no special 
mention of railways. Only their real 
estate appears to be taxed by the 
localities through which they run, their 
rolling stock and personal property being 
exempt, as we have seen above. 

Quebec. In Quebec the “immovable 
property” of the railway companies in 
the Province is taxable in each munici- 
pality under the Towns and Cities Act 
at actual value, that of land being 
estimated according to the average 
value of neighboring lands.*” 

Ontario. In Ontario local assessment 
and taxation of railway property has 
undergone very few changes. From the 
beginning each municipality has been 
responsible for the assessment of rail- 
way property, and every line is thus 
required to make very many payments, 
which bear little or no relation to the 
earnings of the line within the different 
local areas. In 1902, even before the 
report of the 1905 Commission on Tax- 
ation of Railways, a special Assessment 
Commission had been appointed “to 
inquire into and report upon questions 
of municipal assessment and taxation in 
the Province,” but its recommendations 
met the same fate as did those of the 
later report. At that time (1902) the 
general property tax was levied on both 
real and personal property, though most 
corporations, including railways, were 
exempt from taxes on personal property. 
They were taxed only on the land owned 
by them, valued according to the aver- 
age value of the land in the locality. 

The Assessment Commission made a 
thorough study of the existing methods 
of municipal taxation and uncompromis- 
ingly condemned the general property 





5 Tbid., p. 90. 
5% R.S.N.S., c. 86, sec. 16 (1923). 
57K, S.Q., c. 102, sec. 489 (1925). 
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tax. Its conclusions were based on 
opinions of leading tax economists of the 
time, on the reports of the American 
State Tax Commissions on the subject, 
and on the experience with the system 
in Ontario, where, as was generally con- 
ceded, it not only failed to reach in- 
tangible property but subjected some 
persons to double taxation.*® The Com- 
mission recommended the abolition of 
the personal property tax and the sub- 
stitution of an income tax system to be 
extended to corporations and persons 
alike.5® With regard to railway and other 
quasi-public corporations, the Commis- 
sion recommended the appointment of a 
provincial board to assess the lands of 
railway companies, the income of express 
companies, and the special franchises of 
other persons, the tax to be paid to t 

provincial treasury and _ distributed 
among the various municipalities con- 
cerned. This would have been a logical 
step toward more equitable taxation of 
those corporations which had earning 
properties spread over many munici- 
palities. But, aside from the elimination 
of roadbed from local assessment, little 
has been done to bring into effect the 
recommendations of either Commission 
for relating the railway tax burden to 
earnings, or making uniform the tax 
basis in all municipalities, or centraliz- 
ing supervision and administration. At 
the present time each municipality as- 
sesses and taxes the railway property 
(aside from the roadbed) within its juris- 
diction, the land at “actual value” 
according to the value of land in the 
locality, with railway assessments every 
four years.®° Actual value varies from 
place to place, as does the rate on that 
value. A later article will deal with 
the actual distribution of the tax burden. 





58 Report of the Ontario Assessment Commission 
(1902) pp. 8-15. 
59 Tbid., p. 35. 


Manitoba. In Manitoba the lands of 
the railway companies are subject to 
municipal taxation for municipal im- 
provements only, but the railway com- 
panies are obliged to file returns of their 
properties at actual cash value with the 
clerks of the municipalities annually, 
showing all exemptions claimed.” Rail- 
way lands not actually used for railway 
purposes are subject to municipal taxes 
and are assessable in the same manner 
as other than railway lands.® 

In cities, towns and villages lands are 
assessed at the “full value” and build- 
ings at 24 of full value. The value of 
both is ascertained separately and is set 
down separately in the assessment roll, 
then added together.“ No instructions 
are given as to what standards shall be 
used as a basis for determining “full 
value”, except that “market value” is 
the basis to be used. 

Saskatchewan. In the municipalities 
of Saskatchewan, as in Manitoba, rail- 
way companies are exempt from all 
taxation other than for local improve- 
ments. For such purposes, railway prop- 
erty is assessed at “actual value,” 
determined locally, with a maximum 
assessment of roadway and superstruc- 
ture of $1,000 per mile. 

Alberta. Municipalities of Alberta 
assess all railway lands and improve- 
ments for school and municipal taxes on 
the same basis as they assess all other 
property owners. These assessments are 
made by the various school and muni- 
cipal districts through which a railway 
runs, and the rate of taxation is gov- 
erned by the requirements of each in- 
dividual district, the assessment being 





69 Assessment Act, R. S. O., c. 239 (1927). 

61 However, separate valuation of land and buildings 
is provided for, to aid the assessors in making a closer 
comparison of land values. 

® Assessment Act, R. S. M., c. 134, secs. 51-2 (1924). 

®R.S. M., c. 193 (1913). 

*C,S. M., c. 134, sec. 29 (1924). 
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on the actual value of the property 
with, however, the provision in favor of 
the railways of a maximum assessment 
of $1,000 per mile of right-of-way. Build- 
ings are assessed separately.“ The 
growth of the single tax movement, 
resulting in the exemption of improve- 
ments from local taxation in most of the 
localities of Alberta, has been an added 
factor in lightening the railway tax 
burden in that Province. 

British Columbia. In the organized 
municipalities of British Columbia the 
railway right-of-way is taxed for muni- 
cipal purposes on the basis of “actual 
cash value,” that is, the “true cash value 
of land . . . at which the land would 
generally be taken in payment of a just 
debt from a solvent debtor.” Just how 
this value is to be determined is left to 
the individual assessors in the different 
municipalities. 

A Board of Taxation, appointed in 
1917, made a thorough study of assess- 
ment and taxation in the Province, 
drafted a proposed taxation act (the pro- 
visions of which have been generally fol- 
lowed), and included a study and list of 
recommendations by Professor Murray 
Haig of Columbia University. His most 
significant proposal was for the appoint- 
ment of a permanent Tax Board similar 
to those in use in many of the states in 
this country, which board would be “‘cut 
clear as far as possible from all political 
and special interests.”°’ In the 1917 
session of the Provincial Legislature 
such a Board was created to consist of 
three members to advise the Minister 
of Finance on all matters relating to 
taxation. The Board was to “make 
any recommendations bearing on the 
revision of the tax laws with a view to 
bringing the system of British Columbia 





% Letter from Right of Way and Townsite Agent, 
Alberta & Great Waterways Ry. Co., December 2, 1927. 


6 R.S. B.C., c. 48, sec. 30 (1928). 


up to the best standard.”®* Before this 
Board could function, however, the 
statute under which it was brought into 
existence was repealed by the “Obsolete 
Statutes Repeal Act, 1922. Thus ended 
a significant forward step in taxation 
administration. It must be said in fair- 
ness, however, that this Province has 
made the most progress in corporation 
taxation in general by adhering to 
taxation of gross earnings as a principle, 
This action is in refreshing contrast to 
the bewildering variety of tax bases in 
other provinces. 


Summary 


The above survey of railway taxation 
methods in Canada suggests the follow- 
ing comments or conclusions which seem 
to the writer to be significant: 

1. The lack of uniformity in the pro- 
vincial tax systems is unfortunate for 
both railways and taxing bodies. The 
former are obliged to pay, except in Man- 
itoba and Saskatchewan, taxes which 
bear no relation to their earnings as a 
whole, nor to the earnings within the 
limits of the different provinces. Even 
though all provinces were to tax the 
roads on their earnings, such earnings 
would be almost impossible of apportion- 
ment among the provinces, except for 
the shorter roads which do not carry 
much inter-provincial traffic. The ma- 
jority of the provincial levies are thus not 
based on any ability-to-pay principle, 
and the railways consequently cannot 
bear their just proportion of the expenses 
of government, although individually 
and collectively they may be paying too 
much or too little. This throws a greater 
or a smaller tax burden upon other 
individual and corporate taxpayers in 
the province. The straight mileage tax, 

87 Report of the Board of Taxation, p. 20. 


68 Board of Taxation Act, 7-8 Geo. V., c. 64 (1917): 
89 13 Geo. V, c. 71 (1922). 








‘e this 
» the 
it into 
solete 
ended 
Kation 
1 fair- 
e has 
ration 
ig to 
ciple. 
ast to 
ses in 


ation 
sllow- 
seem 


> pro- 
e for 
The 
Man- 
which 
as a 
1 the 
Even 
¢ the 
nings 
‘tion- 
t for 
carry 


s not 
ciple, 
nnot 
enses 
ually 
z too 
eater 
yther 
rs in 

tax, 


1917). 








TAXATION OF RAILWAYS IN CANADA 273 


used in four provinces, is particularly 
inequitable, being neither elastic, flex- 
ible, nor proportional as between the 
various lines. The western provinces are 
to be commended upon their avoidance 
of this older method, having learned 
from experience of states in the Union; 
and British Columbia, which taxes all 
corporations on their gross earnings, 
ought to apply this method in fact and 
not in theory only, to the railways. The 
recommendations of the Ontario, Mani- 
toba and British Columbia Commissions 
have not lost their merit. 

2. Railway taxes were imposed, for 
the most part, simply to add to the 
provincial revenues as the need for more 
funds increased with the growing re- 
sponsibilities of the provincial govern- 
ments. Taxes were imposed which were 
easy of calculation, application, and col- 
lection. Little thought has apparently 
been given to more important principles 
of sound public finance. Corporation 
taxes are presumably levied on an 
ability-to-pay basis in order to reach 
the growing amount of corporate prop- 
erty and intangible wealth which was 
escaping taxation under the general 
property tax. But in most provinces no 
such theory has been applied. Perhaps 
the growth of the business tax has been 
partially responsible, but since railways 
are taxed specially this does not apply to 
them. 

3. The Dominion Government sub- 
sidy paid to the provinces comprises 
a large percentage of their annual 
revenues. This payment has no doubt 
been of great significance in the relief 
of corporations from taxation based on 
earning power, because pressure of fiscal 
expense has not necessitated close scru- 
tiny of the taxation systems in the prov- 
inces and the formation of a system 
which will bring out the maximum 
revenue with the least effort.”° As has 


been pointed out above, this division of 
collection and distribution of funds is 
not sound public finance, and though it 
may have been necessary while the 
provinces were in the early stages of their 
economic development and had small 
sources of revenue, now each province 
should stand on its own feet as far as its 
own expenses are concerned. 

4. Taxation of the railways’ real 
property in the multitude of local juris- 
dictions is subject to much the same 
criticism. Exemption has been generally 
prevalent in the case of the publicly 
owned lines. Railway properties as 
earning units should be dealt with as a 
whole, not piecemeal by the munici- 
palities or provinces through which their 
lines operate, and the time-honored 
criticisms of the general property tax are 
particularly applicable in this connec- 
tion. 

5. To get uniform assessment in the 
different localities, uniform rates on 
those assessments, and a fair distribution 
of the roads’ fair share of the tax burden, 
some sort of a central body, as suggested 
by the Ontario Commission in 1905 and 
by Professor Haig in 1917, should be 
set up. As we have seen, such a system 
has been tried in British Columbia only, 
and that was not permanent. Cer- 
tainly the efficacy of such bodies has 
been amply demonstrated by the more 
successful of the state tax commissions 
in the United States. 

6. The extent to which exemption and 
government ownership have made in- 
roads upon the potential revenue-raising 
powers of the provinces and munici- 
palities will become more apparent in 
the subsequent article in which an analy- 
sis of the actual tax burden of the rail- 





In 1926, of the total ordinary receipts of the 9 
provinces, amounting to $146,450,904, a little over 
10%, or $14,500,356, was contributed by the Federal 
Government. (Canada Year Book, 1927-28, p. 840.) 
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ways in comparison with that of the 
United States will be presented. Suffice 
it to say now that, with the passage of the 
period of growth and expansion of rail- 
way facilities, the continuance of special 
exemption only throws part of the rail- 
ways’ share of public expense upon other 
individuals and corporations and pro- 
longs an unfair distribution among the 
railways. But with almost half of the 


railroad mileage in the Dominion under 
Government operation and unable to 


meet all its fixed charges, and with im 
portant exemptions by charter of over 
24 of the remaining mileage, the possi- 
bility of a change in this direction is not 
promising. 

No conclusions as to whether or not 
the railways are being taxed heavily 
enough may be made at this time. 
Whether the proper tax burden of the 
railways should be more or less than at 
present can be decided better after a 
close scrutiny of the data. 
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THE BACKGROUND OF LABOR RELATIONS 
OF PUBLIC UTILITIES 


By E. W. MOREHOUSE 


trade periodicals of public utili- 

ties do we find any statement 
of the general nature of employer- 
employee relationships in public service 
industries.!_ Most of the material con- 
cerned with this type of economic 
relationship deals with certain minutiae 
of practical policies of labor administra- 
tion. There is room, it would seem, for 
stating some of the more general con- 
siderations that tend to set the labor 
bargains of public utilities somewhat 
apart from similar relationships in pri- 
vate industries. Particularly is this 
desirable for a group of industries whose 
other economic relations place them 
legally in a class by themselves. 

The purpose of this article, therefore, 
is merely to give a picture of the setting 
of employer-employee relationships in 
public service enterprises. In order to 
place the labor bargain in its proper 
perspective, it is desirable to think of it 
in connection with the other transactions 
into which a utility enters in the course 
of business. 


PN in the literature or 


Pecuniary Importance of the Labor Factor 


From the quantitative standpoint 
this may be done in two ways: (1) By 
dividing the annual inflow of operating 
revenues into the separate streams that 
go to wage earners, bondholders, stock- 
holders, sellers of materials, taxpayers 
(Tables I and II); (2) By dividing 
similarly the annual outflow of operating 





1 The best condensed general analysis of public utility 
labor relations is found in Glaeser, Outlines of Public 
Utility Economics (New York: Macmillan Co., 1927), 
Ch. 23 and 24. 


expenses required to produce the reven- 
ues (Tables III and IV). These ratios 
indicate in general the relative pecuniary 
importance of wage-earning labor in 
the economy of the several types of 
utilities. They show, for example, that 
the labor factor is of predominant 
pecuniary importance in all the utilities 
except electric and gas.2, From 10% to 
50% of the flow of revenue is trans- 
formed into wages; from 15% to 65% of 
operating expenses consists of compensa- 
tion to manual workers. 

Despite the magnitude of the labor 
item, it is likely to be scrutinized less 
closely by regulatory officials than is any 
other revenue share or expense item. 
Why? For an answer we have to delve 
into economic history practically as 
far as in seeking the genesis of the 
peculiar system of rights and duties 
in which public utilities function. But 
without tracing the devious path from 
slave labor to the system of free labor,’ 
it will suffice to point out that modern 
economic society recognizes in general 
that efficiency and willingness to work 
are closely associated. We have reached 
the stage where legally, to a certain 
extent economically, and to a large 
degree customarily, a worker may begin 
or quit work at will. Liberty of contract 
between employers and employees, in 
brief, results in greater productive effi- 
ciency and social advantage. This legal 
doctrine and the customs and statutes 





2 If adequate data were obtainable for water utilities, 
these would doubtless be classed with the electric 
utilities. 

3 See, for illustration, Harry M. Cassidy, “Emergence 
of Free Labor Contract in England,” 18 American 
Economic Review 201 (June, 1928). 
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TaBLE J. APPpoRTIONMENT OF OPERATING RECEIPTS.* 
1922 AVERAGE 1902-1922 
Invest- | Material] Govern- Invest- | Material] Govern- 
Labort ors Men ment | Labor ors Men ment 
Steam Railways................. 46.5% | 20.6% | 27.5%t] 5.4% | 42.5% | 29.5% | 23.9% | 4.1% 
Electric Railways................ 43.8 22.1 27.7 6.4 Ks Bee 39-9 24.6 5.8 
Commercial Light and Power..... 20.7 37.4 34.1 7.8 21.0 38.3 93:2 5.4 
MUMMIIG Giebic g <s-5cts tas g ee dleen 53.6 36.0 3.3 7.8 44.6 41.7 7.6 5.2 
WCRI: 656i6-0 diesie eset Ge cea we 50.1 21.1 24.3 4.5 39.2 29.1 28.9 2.8 





























* Based upon Census returns. This compilation is taken from Glaeser, op. cit., p. 110. 


t Includes wages and salaries. 
Includes some other operating expenses. 


which are its basis and expression form 
the institutional foundation of employer- 
employee relations in both private and 
public service industries. 


General Peculiarities of the Labor 
Relations of Utilities 


This common institutional setting of 
labor relations does not, however, make 
the labor problems of utilities identical 
with those of private industries. The 
explanation of this apparent paradox 
throws light on all utility labor problems. 
If the relations between utility managers 
and employees could be isolated from 
all the other relations into which these 
managers enter, we might then say that 
the labor relations of utilities, in so far 
as they have a common legal foundation 
with those of other industries, were not 
different. In this isolated sphere, the 
managers of a utility are practically 
subject to no greater legal restraints in 
dealing with employees than are the 
managers of a steel plant. 

What distinguishes the labor relations 
of utilities is the peculiar obligations im- 
posed on utility managers in their other 
relations. These obligations are well 
known. They are evidenced by the 
degree of governmental interference in, 
and scrutiny of, all the other revenue 
shares and expense items which were 
indicated above. A utility’s duty to- 
ward consumers, for example, is to 


render continuous and reasonably ade- 
quate service at reasonable rates and 
without unreasonable discrimination. In 
return the utility has been assured the 
right to demand that consumers give, 
through rates, a sufficient flow of reven- 
ues to permit the enterprise to perform 
its duties. In enforcing these reciprocal 
rights and duties public officials have 
extended the sphere of their control 
over all the other relations of a utility’s 
managers, except those with labor. By 
contrast, the wage-earning employees 
of utilities have practically no legal 
obligations to consumers, owners, or 
investors. Under ordinary circum- 
stances, no legal obligation rests on 
employees to give continuous service 


Taste II. Ratios or WaceEs To ToTaAL OPERATING 
Revenues oF Pus.ic Urizities By Census YEARS, 




















1902-1922* 
YEARS 

TYPE OF 

UTILITY 1902 1907 1912 1917 1922 
Steam Rail- 

ways...... 39.1% | 41.4% | 44.0% | 43.3% | 47-5% 
Electric 

Railways. .| 32.2 32.1 29.8 32.0 37.0 
Electric Light 

and Power.| 17.2 13.1 11.8 10.7 11.5 
Telephones ..| 30.5 +] 26.8 Tt] 24.9 t] 33.0 t| 37.7. $ 
pS are Seen Serre eee 32.76 
SRE 13.7 “I x0.5 “I za.u "I 26.2 “J... . ced 














* Based upon statistics from the Interstate Commerce Com- 
mission and the Bureau of the Census. See See 
by John D. Sumner, “‘A Survey Analysis of Public Utility Ex- 
penses,” Northwestern University, 1926, and compare Glaeser, 
op. cit., Pp. 525. 

t Fi for 1902 and 1907 include mutual as well as com- 
mercial companies. x 

t Figures for 1912 and 1917 include only companies reporting 
incomes of more than $5,000. ial 

§ Figures for 1922 include only companies reporting incomes 
of more than $10,000. 

"Figures are for Manufactures Census years, 1904, 1909, 
1914, 1919, 1924. Ratio of wages to “value of product.” 











oi 8.2. 




















LABOR RELATIONS OF PUBLIC UTILITIES 277 


at reasonable wages. But, in theory at 
least, management cannot escape its 
obligations. Thus the managers of 
utilities face the difficult task of develop- 
ing an attitude of mind among em- 
ployees that will produce results equiva- 
lent to those required by this legal 
obligation, for only as they succeed in 
doing this can they meet their own 
obligations to consumers. This is the 
attitude of management. 

But what of consumers? From their 
standpoint is there anything distinctive 
in the labor situation in public utilities? 
This question also may be approached 
from the standpoint of obligations. 
Consumers’ interests in continuous serv- 
ice and reasonable rates tend to make 
them attach to labor a moral obligation 
to refrain from strikes and unreasonable 
wage demands. Moreover, a strike on 
a public utility is almost certain to 
attract wide publicity and appear to 
affect consumers’ interests more di- 
rectly than in the case of a private in- 
dustry. These features arise from the in- 
herent nature of public utilities as a class, 
since one of their distinguishing char- 
acteristics is a high degree of consumer 
dependence on their services. To this 


Tasze III. Ratios or WaGEs To OPERATIVE EXPENSES 
or Pusiic Urizities sy Census YEARS, 1902-1922" 




















YEARS 
TYPE OF 
Utinity 1902 1907 1912 1917 1922 
Se — a % 
Res atave 60. 61.3% | 63. 61. .8 
mw: tigi: 5% 3% | 63.7% 4% | 59.8% 
ways...... 57-76 | 54-94 | 52.50 | 51.55 | 53-34 
Telephones 47.31 T| 42.45 Tt] 37-70 | 48.09 | 53.82 
III ec a.c cc's ofirassi 6.0 sec feu seelelviebered aos 41.92 
Electric Light 
and Power.| 28.82 23.99 22.05 18.82 20.22 
(Mass.) .| 15.2 16.6 14.5 15.2 14.9 § 
» Mfd. 
- §.) -| 23.3 fT] 22.2 $f 19.9 20.4 fI........ 














* Data for steam railways compiled from Interstate Com- 
merce Commission reports; for electric railways, telephones, 
telegraphs, electric light -_ ower and manufactured gas 
from reports of the Bureau of the Census; for utilities in 
Massachusetts, from reports of Gas and ern Commission 
i Pepartment of Public Utilities in that 

pg for 1902 and 1907 include pce expenses of 

2... well as commercial companies. 
¢ Ratios of wages to cost of materials plus rent, taxes and 
and wages. Figures are for Manufactures Census 


y 1904, 1909, 1914, I919, 1924. 
“Figure for 1921. . : 


characteristic chiefly may be attributed 
the tendency of consumers to criticize 
strongly sometimes the company and 
sometimes the workers for any inter- 
ruption of service on account of strikes 
or for rate increases occasioned by 
higher wages. 


Taste IV. Ratios or WacEs To OPERATING ExPENSES 
or Gas UrizitiEs In MASSACHUSETTS, 1900-1921* 




















Year Ratio Year Ratio 
Peer 16.2%]| 1911.......-6.- 15.2% 
WE ecacveccocess 15.0 rrr 14.5 
GE cdc iscetess 15.2 SOURS cctececes 14.5 
Wc cccticcewerws 15.3 SEEMS. cevecscna 14.7 
| A ee 14.4 | ee 14.4 
5 rer ra 14.5 WEES ¢ ctedavece 15.0 
BODB cc cvccccvces 17.2 WOE cccscccese 15.2 
Wc csbseeaoees 16.6 | ee 15.0 
pee 16.4 er 15.6 
pr 16.5 re 17.4 
WG su vccucevers 15.8 WOOETs os vc eccce 14.9 








* Data computed from Reports of Gas and Electric Com- 
mission and Department of Publie ber go Massachusetts. 

t Publication of statistical reports of Department of Public 
Utilities was discontinued after 1921. 


This attitude of mind among con- 
sumers has not been ignored by trade 
union leaders. Fundamentally it prob- 
ably accounts for the fact that many 
officials of trade unions in the utility 
field have come to realize that in strikes 
they are handicapped from the begin- 
ning by having to overcome a more or 
less instinctive public resistance.* Ac- 
cordingly, the Amalgamated Association 
of Street Railway Employees requires 
arbitration before resort to the strike 
weapon and most unions in the utility 
field seek first to attain their ends by 
other means than an interruption of 
work. Thus the pressure of public 
opinion, reflecting consumers’ attitudes, 
has tended to substitute the counsel of 
expediency for either a legal prohibition 
of strikes or a free use of the strike 


4A recent illustration is the “postponing” of the 
Pullman car porters’ strike call. President Green of 
the American Federation of Labor is reported to have 
advised: “Economic conditions are not favorable to the 
success of a strike now. Public opinion has not been 
crystallized to approval of your demands.” (Chicago 
Tribune, June 8, 1928, p. 1). 
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threat as an aid to bargaining. In other 
words, in addition to management’s 
attempts to set up a moral obligation 
of labor to remain at work, public 
opinion likewise erects a similar moral 
obligation. The two together have the 
effect of providing a psychological set- 
ting which makes bargaining for wages 
or working rules on utilities different 
at least in degree of difficulty, if not in 
kind, from similar bargaining in private 
industries.° 

Another aspect of wage bargaining 
which tends to distinguish labor rela- 
tions on utilities may be described as 
“the burden of proof.” The managers 
of a utility, representing the stockhold- 
ers, are in a position to counter-attack a 
demand for a wage increase by saying: 
“The return to stockholders is limited. 
Your request for increased wages can 
only be met by increased rates. The reg- 


5On logical grounds, a plausible argument may be 
made that collusive agreements between public utility 
managers and employees are more likely than in other 
industries subject to greater competition, particularly 
when the employees’ organization includes only those 
on the company payroll. Some of the utilities are sub- 
stantially protected from competition; consumers are 
virtually dependent on continued service regardless of 
cost; under normal circumstances a utility may count 
upon permission to charge rates which will at least yield 
operating expenses plus some return on the investment; 
the commissions’ practice of avoiding interference with 
labor relations weakens the check upon operating ex- 
penses which such scrutiny affords in the case of other 
types of expenses; hence the burden of higher wages 
may easily be passed on to consumers. So runs the 
argument. 

Collusion in labor bargaining is difficult to prove or 
disprove, for it is usually under cover. It can never 
be proved by logic. In the writer’s opinion, the pre- 
sumption is against such collusion on the utilities. For 
one thing, collusion ordinarily implies close and dis- 
ciplined organization on both sides and this is lacking 
for the most part except on the transport utilities. 
Again, utility employees as consumers of utility serv- 
ices are as dependent on such services as other con- 
sumers. Moreover, regulating commissions have the 
power to scrutinize and publish their suspicions of 
collusion if that appears probable from the facts in a 
case, even though they may not order directly a reduc- 
tion of wages. Finally and most important, utilities 
in both their labor and consumer relations are not as 


ulating commission must decide whether 
consumers may be called upon to pay 
higher rates.” This inability-to-pay 
argument has interesting and significant 
results that can be seen in almost any 
arbitration of a public utility labor 
dispute. (1) It transfers the burden of 
proof from the employer to the workers 
who thereupon fall back upon the 
standard of living argument which is the 
usual defensive argument against a re- 
duction of wages, much as the cost of 
living showing is usually an offensive 
weapon for higher wages. When in- 
creased wages are demanded in private 
industry, ordinarily, or in times of rising 
prices at least, the employer is the one 
who has to justify a denial of the in- 
crease. In the case of utilities, however, 
labor generally has not only to justify its 
own demands but also to prove the 
employers’ ability to pay.6 (2) The 


free from competitive influences as is ordinarily in- 
ferred from their monopolistic organizations; rates 
and wages have economic limits just as other prices do. 
Indeed, even a cursory examination of wage rates and 
earnings in utility and non-utility employments will 
reveal no clear, objective test of the presence of collu- 
sion against consumers’ interests. 

6 Moreover, in accepting the burden of proof, spokes- 
men for labor may be further handicapped by inability 
to obtain the information needed which is largely in 
the hands of the companies. The secrecy with which 
many company officials surround much of the data 
bearing on labor relations is well known. This policy 
is likely to prove more embarrassing to employee 
representatives in an “inside” union than to spokes- 
men for members of an “outside” union. In addition, 
the expense of arbitration proceedings is an item of 
importance especially for groups of employees without 
large funds. The incidence of these expenses is not sub- 
ject to safe generalizations. Superficially considered, 
these expenses are met entirely out of wages of the 
unionized employees involved, whereas the company’s 
expenses in arbitration or litigation are included in 
operating expenses which in the long run are met by 
consumers. But under some circumstances the workers’ 
burden of expenses may be shifted to stockholders or 
consumers through higher wages, and the manage- 
ment’s arbitration expenses may be reflected in reduced 
net earnings (and dividends) for the year in which the 
expense was incurred. The exact ultimate burden of 
arbitration expenses can only be determined by careful 
study of each case. 
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burden of proof may be even heavier 
under some circumstances. In asserting 
management’s ability to pay labor’s 
spokesmen may be put in the position of 
challenging the effectiveness of regu- 
latory agencies. To prove that the com- 
pany can pay higher wages without 
increasing rates implies that regulatory 
officials have not kept returns to stock- 
holders down to reasonable levels. Thus 
under some circumstances those who 
demand wage increases may find them- 
selves arrayed not only against the 
stockholders of the company but also 
against public officials whose adminis- 
tration of their duties is called into 
question, to say nothing of consumers 
whose interest in low rates is im- 
mediately affected. That these con- 
siderations increase the difficulty and 
limit the scope of wage bargaining will 
be attested by many participants in 
arbitrations of public utility wage dis- 
putes.” 

These general considerations may be 
summarized in the statement that labor 
bargains in public utility industries dif- 
fer from similar relations in private 
industries chiefly in the blending of 
liberties and duties and the psychologi- 
cal consequences of this blending. The 
system of free contract, which, in legal 
theory at least, characterizes employer- 
employee relations generally, is neces- 
sarily modified in practice by the duties 
imposed on utility managers and in- 





™Three recent cases under the Railway Labor Act 
illustrate the above statements: (1) Chesapeake and 
Ohio System Federation No. 41, Railway Employees De- 
partment A. F. of L. 0. C. & O. Ry. Co., U. S. Board of 
Mediation, Docket C-251 (1928); (2) Brotherhood of 
Locomotive Firemen and Enginemen 0. Certain Western 
Railroads (Western Firemen’s Case), U. S. Board of 
Mediation, Docket C-266 (1927); (3) Re Brotherhood 
of Locomotive Engineers, Brotherhood of Locomotive 
Firemen and Enginemen, Order of Railway Conductors, 
Brotherhood of Railroad Trainmen and Kansas City, 
Mexico & Orient Railway System, Report of Emergency 
oe U. S. Board of Mediation, Docket CI-347 
1928), 
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directly transferred to a certain extent 
to their employees. To this blending of 
legal and moral compulsion and freedom 
may be attributed most of the peculiari- 
ties of utility labor relations. 

In addition to these general features, 
certain other factors stand out in a 
comparative survey of labor on utilities 
and in private industries. These may 
be grouped conveniently under three 
heads: (1) Technological factors; (2) 
Business or market factors; (3) Social 
factors. The lines of division among 
these three groups are frequently very 
dim and blurred, but the distinctions 
may help to paint a clearer picture of 
the environment in which dealings be- 
tween utilities and their employees take 
place. 

The variety of tasks in rendering pub- 
lic utility services is so great that 
generalizations about them are especially 
liable to exceptions. For this reason it is 
important to keep in mind a rough 
classification of jobs. A statement that 
may be true for employees engaged in 
moving trains may not apply to the 
employees who work in the shops. Some 
jobs are more affected than others by 
changes in technology; business or mar- 
ket developments may destroy some 
jobs, minimize the importance of others, 
or create new ones, and the effects of 
one type of business change may differ 
markedly from the effects of another 
sort of change. For example, should 
train crews refuse to move trains, the 
effect upon passengers or shippers would 
be felt immediately, but if the shopmen 
should strike, the effect upon patrons 
would not be immediately apparent. 
This suggests the need for separating 
those employees engaged in moving 
trains (transportation employees) from 
those engaged in maintenance work, 
whether of way and structures or equip- 
ment and stores. Moreover, for some 
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purposes even the transportation group 
may have to be separated further into 
train and engine service (road engineers, 
firemen, conductors, trainmen, yard 
engineers, switchmen, etc.), track oper- 
ations (such as towermen, telegraphers, 
gatemen, and flagmen), and station 
service (such as station agents, ticket 
agents, freight handlers). These jobs 
present differences among one another, 
just as, considered as a group, they 
differ from either the maintenance group 
or the 200,000 or more clerks, drafts- 
men, or other professional, official and 
office workers. 

The electric railways furnish another 
illustration of the importance of job- 
classification. This industry has ex- 
perienced difficulty in marketing its 
services at a profit. One result has been 
intensified pressure to reduce unit oper- 
ating expenses. One-man cars have been 
introduced. What have been the effects 
on labor of these related business and 
technological developments? One-man 
cars have merged the duties of conductor 
and motorman and have tended to re- 
duce the number of such jobs per unit of 
service. But they have not appreciably 
altered the duties of the shopmen who 
maintain the equipment, the men who 
maintain the way and structures, or the 
office employees. Yet the slowing up of 
electric railway traffic expansion may 
have started a cycle of influences re- 
sulting in stiffened resistance to wage 
chan: :s affecting practically all classes 
of employees, though in differing degrees. 


Similarly in other utilities the variety 
of tasks necessitates classification. Power 
house employees in the electric industry 
do not perform their duties before the 
eyes of patrons but their work is more 
vital to continuous operation than that 
of a meter reader who daily comes into 
contact with customers. Consider also 
the work of “distribution” employees 


as distinguished from power house or 
“generation” employees. Should a 
breakdown in service occur, the difficulty 
is far more likely to be found in the dis- 
tribution line than in the generating 
station itself. The work of linemen who 
make emergency repairs under these 
circumstances becomes of very great 
importance to consumers whose supply 
of electricity is shut off, far more im- 
portant indeed than the very similar 
work of linemen merely engaged in con- 
structing a new transmission line. This 
suggests the necessity of separating 
distribution employees engaged in main- 
tenance work from those engaged in 
new construction. Finally, in the electric 
and gas industries particularly, the 
activities of so-called commercial and 
sales employees, such as meter readers 
and appliance salesmen, have a more 
than ordinary importance in the indus- 
try’s functioning.® 


I. Technological Factors 


Bearing in mind these general dif- 
ferences among utility jobs, some of 
the technological factors affecting the 
type of work, and through this the type 
of worker needed, may be reviewed. 
The following technological factors ap- 
pear particularly striking: (1) the domi- 
nance of the machine technique; (2) the 
peculiar union of the machine technique 
and personal service; (3) and the disper- 
sion and decentralization of productive 
activity. 

1. The Machine Technique. It his 
commonly observed that utilities have'a 
large and increasing amount of capital 
investment per worker (Table V). This 
indicates a rather pronounced influence 





8 Similar groupings of telephone, telegraph and gas 
industry employees will suggest themselves to the 
careful reader. In all utilities a large proportion of 
the work is clerical and office work of one sort of 
another. 
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of machinery on the job—on all sorts” 
of jobs including even some phases of 


Taste V. VALUE oF PLANT AND EQuipMeNT PER 
EmpLoyYEE, BY TyPEs OF UTILITIES AND BY CENSUS 
YEARS, 1902-1922* 














YEAR 
TYPE OF 
UTILITY 1902 1907 1912 1917 1922 
Steam Rail- 
ways......| $8,961 | $7,792 | $9,324 |$10,086 |$12,650 
Electric Rail- 
ways...... 15,398 | 16,428 | 16,272 | 17,421 | 16,823 
Commercial 
Light and 
Power..... 16,643 | 23,028 | 27,423 | 28,997 | 29,616 
Telephones ..| 4,943 | 5,690] 5,897] 5,873 | 7,335 
Telegraphs 
(and and 
cable)..... 5,852 | 7,492 | 4,955 | 3,759 | 4,759 




















* Values are not corrected for changes in prices. Data for 
steam railways are taken from Interstate Commerce Com- 
mission Reports and for other utilities from Special Census 
Reports. 


office work. Sometimes this influence 
of new machinery is good and sometimes 
bad—from the employee’s standpoint: 
it may lighten his load,® or increase his 
responsibilities, reduce him to the ranks 
of the unskilled, or displace him from a 
job altogether.’° 

With the exception of certain occupa- 
tions on transport utilities, this wide 
use of machinery does not usually have 
the result noted in other industries; 
namely, forcing the worker to adjust 
himself to the pace of the machine. 
Public utility services are not generally 
suited to a conveyor system. By and 
large, the machinery in non-transport 





®*The automatic stoker lightened the locomotive 
firemen’s work after Jengthened trains and larger 
locomotives on some railroads had made his job almost 
unendurably back-breaking. 


10Not every new machine is an unmixed good from 
labor’s point of view, though management may welcome 
the reduced unit costs. The steam shovel has trans- 
formed ditch-digging from a job requiring muscle to a 
job requiring mechanical deftness and has displaced 
thousands of ditch-diggers. 


11 Even when the introduction of machinery does not 
displace labor from public utility employments, it 
tends to weaken labor’s bargaining power by restricting 
alternative opportunities of employment outside the 
utility field. Machine production in general puts a 
Premium on the quick reactions which characterize 


utilities is of the automatic type and 
requires only intermittent labor. Even 
in the transport utilities the increased 
size of units of equipment is often ac- 
companied by new labor-saving devices." 
Though the substitution of mechanical 
contrivances for handwork has made 
utility jobs easier on the whole, never- 
theless it has added to the responsibili- 
ties of some workers and under some 
circumstances it has also tended to dis- 
place labor. To the workers this has 
meant the loss of property in the form 
of skill or jobs." 


On the other hand, the dominance of 
the machine technique necessitates re- 
cruiting a labor force which has a rela- 
tively high proportion of technical tal- 
ent. The need for technical information, 
more than mere rules-of-thumb, extends 
even to occupations ranking fairly low 
in the scale of utility jobs. This aspect 
of the influence of technology on the 
type of workers needed by utilities is too 
patent to require elaboration. 

2. The Peculiar Union of Machine 
Technique and Personal Service. Per- 
sonal labor at the point of being served 
and the inability to accumulate reserve 
supplies for customer demands are two 
technological characteristics of utilities 
that set this group of industries some- 
what apart from other business enter- 





youth, and has a tendency to shorten the most re- 
munerative period of a worker’s life. Hence, the longer 
a man remains in a public utility job, the less favorable 
become his chances of securing remunerative employ- 
ment in other occupations, 


12Qne-man cars have raised this issue among street 
railway operators and the duplex automatic telegraph 
printing machine has similarly agitated the telegraph- 
ers—to mention only two illustrations. 


18 One reflection of this is the prominence of technical 
courses for employees offered by many utility companies 
as part of their industrial relations activities. For an- 
other bit of evidence compare the technical depart- 
ments of such labor periodicals as the Electrical Workers 
Journal and the Locomotive Engineers Journal with the 
material appearing in non-utility labor papers. 
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prises. What do these two character- 
istics, taken together, mean to the work- 
ers? 

When service must be given at the 
instant of demand and such service re- 
quires a large labor force at the point 
of service, jobs cannot easily be adjusted 
to the convenience of workers. The peak 
load of service requires a peak labor 
load with a lay-off for these employees 
during the off-peak period.“ This is 
particularly striking in the case of oper- 
ating jobs on railroads, " street railways, 
telephones and telegraphs. 

The identity of the points of produc- 
tion and of consumption also makes 
certain classes of employees potential 
advertisers for the company. Ordinarily 
in factory employment the workers are 
never known to consumers of the prod- 
ucts of their labor. But in the case of 
utilities these contacts between pro- 
ducers and consumers are many and 
varied. Within the past few years the 
managements of various utilities have 
recognized that these contacts may be a 
source of strength in cultivating a com- 
munity opinion favorable to their inter- 
ests. Many of them have urged the 
slogan to employees, ““To the public you 


44 This statement does not apply, of course, to gas and 
water utilities whose product is a storable commodity 
enabling the utility to avoid a peak labor load in order 
to meet peak demands. For this reason these are some- 
times referred to as product utilities as distinguished 
from the service utilities of transport and communica- 
tion. Electric utilities seem to occupy a middle posi- 
tion. Electricity cannot economically be stored in 
advance of demand, but, once the equipment is in place, 
practically no personal labor at the point of being 
served is required. Automatic switching of telephone 
calls and automatic sending of telegraph messages are 
tending to make a considerable portion of the service 
of communication like electric service as far as these 
characteristics are concerned. 

18 In addition to irregular daily or weekly employ- 
ment, other consequences are more closely related to 
business and social factors considered later. 

16 See, for example, the following analysis of time 
spent by Australian locomotive engineers on various 
duties. This analysis was submitted in the recent 
42-hours case before the Australian Commonwealth 


are the company.” The expectation is 
that employees who are conscious of this 
fact are more likely to be courteous and 
considerate in their dealings with cus- 
tomers and thus to create a public good- 
will that serves not only as a buffer 
when the company is criticized but also 
as an aid in customer financing.!” One 
result of this policy is that a utility will 
introduce a public relations test in 
selecting employees for those jobs which 
are before the public eye. 

Another angle of these close contacts 
between producers and consumers is 
the relation between employees’ work 
and public safety. In a great many 
factory employments the individual’s 
work has rather slight influence upon the 
safety of those who consume the prod- 
ucts or of the general public. But in the 
case of utilities, particularly those en- 
gaged in transport service, employees 
have a heavy responsibility for the safety 
of patrons and the general public." 





Court of Arbitration. Locomotive Engineers Fournal, 
May, 1928, pp. 334, 335- 


THE SHORTER WoRK WEEK ON AUSTRALIAN ROADS 
Locomotive Drivers (Engineers) 








‘er Cent. 
Hours Total 
Time 
1. Total time on duty of all drivers........ 152,106 .... 
2. Time of drivers on shed duties.......... 4,684 3.1 
3. Time of drivers travelling as passengers 
EPP 13,040 8.6 
4- Intervals at out-stations between periods 
of duty......... pete cece ee eeeeeeeee 4,160 2.7 
5. Standing time of trains................ 24,654 16.2 
6. Shunting.............eeeeeesseeeceees 28,909 19.0 
7. Attending enquiries, examinations, con- 
DING. «0.6. 64:0.6.010)0:6.4.6,6.0.6:910.016-0.0 1,042 Fe 
8. Engine requirements. .............+++- 27,763 18.2 
9 R ing time between stations......... 47,853 31.5 





Electric Drivers (Motormen) 
Preparing and putting away trains—8% of the total time. 
Signing on and off and waiting—14% of the total time. 
Interval time at terminals—14% of the total time. 
Meal time (paid for)—6% of the total time. 
Shunting—6% of the total time. ‘ 
Standby time and lectures—s5% of the total time. 
Actually running trains—47% of the total time. 


NAUSLW Dm 
ofeeteree 


17 Of similar import is the policy of one large utility 
serving a wide territory to hire only persons who live in 
the communities served. Moreover, some railroads on 
the basis of harmonious labor relations have used 
employees to attract shippers from rival lines. 

18“The very nature of their (locomotive engineers) 
service, involving as it does the custody of human life, 

(Continued on page 283) 
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Failure of management to have regard 
for this factor has often resulted in heavy 
accident expenses to say nothing of 
public ill-will and loss of confidence. 
Control of this factor requires selecting 
employees who are physically fit, have a 
well-developed sense of responsibility 
and good judgment and are careful in 
the work that they do.’® In recent years 
realization of this safety problem, stim- 
ulated doubtless by the general safety 
movement in industry, has prompted 
many utilities voluntarily”® to introduce 
physical examination of prospective em- 
ployees and periodic tests of those al- 
ready engaged. Such a policy is, of 
course, not confined to utilities but in 
these industries it has on the whole 
greater significance to consumers than in 
private industries whose operations do 
not so directly involve public safety. 

3. The Dispersion and Decentralization 
of Productive Activity. Associated with 
these features of utility services is the 
characteristic dispersion or decentraliza- 
tion of productive activities. Though the 
mobile work place is most peculiar to 
operating jobs of transport enterprises, 
a certain amount of decentralized pro- 
duction is found in other utilities. The 
rendering of gas, electric and telephone 
service, in the larger communities at 
least, does not all take place under one 
roof. Telephone exchanges, gas works, 
and electric generating stations may be 
located in different sections of the city. 
Moreover, the company’s property oc- 
cupies myriad rights of way to con- 
sumers’ premises, which necessitates 





(Footnote'18 continued from page 179) 

and the safety of millions of property, imposes upon 
them obligations and duties commensurate with the 
character of the trusts committed to them.” Toledo, 
Ann Arbor & North Michigan Ry. Co. v. Pennsylvania 
Co., 54 Fed. 746, 753 (1893). 

19 The Chicago Surface Lines recently gave a dinner 
to about 5,000 trainmen who had a perfect no-accident 
record during the preceding year. 


roving workmen when repairs or installa- 
tion changes are made. All these fea- 
tures of utility operations, summed up 
in the phrase “dispersion of production,” 
aggravate the problems of discipline, 
supervision and efficiency. 

Recently Professor Goodrich has de- 
scribed”! what he calls the “indiscipline 
of the mines” where miners work most 
of the time under no immediate super- 
vision. Professor Goodrich attributes to 
this feature of the working life of the 
miner a good deal of the individualism 
and independence which characterize 
that class of worker. Some of that in- 
discipline seems characteristic of certain 
types of utilities, where the work of the 
employee is not under immediate super- 
vision. For example, a train crew is 
more or less on its own responsibility 
from the time it leaves its terminal. 
Similarly, the conductors and motor- 
men of the street railways or elevated 
trains have responsibilities which are 
not subject to constant check by superi- 
ors having power to discipline during the 
hours of work, unless indirectly through 
the use of so-called “‘plain-clothes in- 
spectors” or “‘spotters.” 

The difficulty or impossibility of 
close supervision necessitates from the 
company’s point of view selecting for 
employees those who seem to possess 
a sense of responsibility or a measure of 
self-discipline. At the same time free- 
dom from close supervision may at- 
tract workers who resent the watchful- 
ness of a supervisor. 

Related to this “indiscipline” of util- 
ity jobs is the difficulty of controlling 
all the details of a labor policy from a 





20Such voluntary practices establish standards 
higher than the compulsory standards embodied in the 
legislation of some states, such as testing enginemen for 
color blindness. 


21 Carter Goodrich, The Miners Freedom (Boston: 
Marshall Jones Co., 1925). 
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central office.” The Public Service 
Company of Northern Illinois, for ex- 
ample, has stations scattered over a con- 
siderable territory. No one station is 
large enough to support a labor or em- 
ployment manager, and consequently 
the foreman or superintendent is charged 
with responsibility in dealing with labor. 
Industry is replete with illustrations of 
foremen’s abuse of the privilege of hiring 
and firing. Unless restrained or unless a 
high type of person holds the position, 
the tendency is for a foreman to act as 
though he were an “‘over-lord.” The con- 
sequences have been shown to be disas- 
trous for employees as well as the com- 
pany. Where progressive managements 
have recognized this difficulty, they have 
shorn the foreman of much of his 
arbitrary power to hire and fire. In most 


2 Only 17 of 184 electric companies reported central- 
ized employment departments to the Industrial Rela- 
tions Committee of the National Electric Light Asso- 
ciation, Proceedings, 1925, p. 168. 

%The technique of the public utility industries 
affects the agreeableness or disagreeableness of work in 
about the same way as in some types of factory employ- 
ment, again illustrating the fact that the so-called dis- 
tinguishing characteristics here noted are differences of 
degree more than of kind. No one who has worked in a 
steel plant as well as in a gas plant can say that there is 
anything peculiarly disagreeable or hazardous in peri- 
odically cleaning out a utility gas oven. In other 
words, the hazards of moving parts, the endurance of 
extremes of heat and cold, contacts with electricity and 


large utilities as in up-to-date private 
concerns, the local shop foreman or 
plant superintendent may hire only 
within certain general limits laid down 
by the central office and may not “fire” 
from the company’s employ, though he 
may separate an employee from any job 
within his jurisdiction. Such arrange. 
ments emphasize the fact that the 
technology of the utility industries, in so 
far as it requires decentralized produc- 
tion, not only handicaps organization of 
the workers but also increases the 
difficulty of carrying out a consistent 
and uniform labor policy.” 


The other two groups of factors—bus- 
iness or market factors and social fac- 
tors—will be discussed in the second in- 
stallment of this article which will ap- 
pear in the November Journal. 


chemicals, are about the same in the case of utilities as 
in the case of similar private employments, although 
some utility jobs have greater accident and sickness 
hazards than the common run of jobs in private indus- 
try. Weather and climate sometimes prolong jobs 
under the most arduous conditions, and utility em- 
ployees are expected to accept such experiences as part 
of their work. This is particularly true of the operat- 
ing jobs of the transport utilities and to a lesser extent 
of the maintenance and trouble work of electric, gas, 
and telephone utilities. 

See Robertson, Feeding the Iron Hog, pamphlet pub- 
lished by Brotherhood of Locomotive Firemen, in which 
the work of a fireman is graphically described. 
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THE “FREE-LOT” SUBDIVIDER: HIS METHOD 
OF OPERATION AND THE AVAILABLE 
METHODS OF CONTROL 
By H. MORTON BODFISH 


HE first installment of this article 

which appeared in the May issue 

of the Fournal described a variety 
of ways in which the free-lot subdivider 
lured and caught the inexperienced in- 
vestor in real estate. The great variety 
of these schemes, the widespread use of 
this type of merchandising, and the 
distinctly unethical and _ exploitative 
procedure involved raised the question: 
Can such predatory activity be stopped 
and by what means? This portion of 
the article will describe the methods of 
control that are available and that are 
being employed by the various agencies 
interested in putting an end to free-lot 
operations. The sections and exhibits 
accompanying this article are numbered 
consecutively following the preceding 
installment. 


III. Agencies for Control 


The tactics of the “free-lotter” are so 
evidently predatory that a variety of 
agencies have figured in combatting the 
evil. These agencies range from those 
which are purely investigative through 
those partly investigative and partly 
coercive to those which are largely 
coercive. Often several of these were 
used in the same locality before the 
“free-lotter” admitted defeat and aban- 
doned the practice. In some cases he did 
so only after restoring part, at least, of 
his gains and sometimes paying a fine in 
addition. In one or two cases the pro- 
moter and some of his cohorts enjoyed 
the enforced hospitality of various gov- 
ernmental bodies for varying periods, 
the longest being a year and a day. 


The Better Business Bureaus. Perhaps 
the most effective of the purely inves- 
tigative agencies combatting the “‘free- 
lotter” are the Better Business Bureaus, 
which are located in 46 of the larger 
cities of the country. Almost every 
Bureau has taken a decided stand against 
this type of merchandising. 

One of the methods used by the 
Bureaus in helping to remove this evil 
is to search for illegal operations of the 
company, and also of the individuals 
composing it, both in their real estate 
activities and in other fields. If such 
illegal operations are found, they are 
reported to the District Attorney’s 
office. In some cases the offenders have 
been tried and punished. as a result. If 
the operations are unassailable legally 
but at the same time very unfair, results 
can sometimes be obtained by reporting 
the findings of the Bureau to the news- 
papers which in some cases bar the ad- 
vertising of the offenders. The facts can 
also be reported to banks and other 
institutions to which people are likely 
to go for financial advice. 

Probably the most effective weapons 
of the Better Business Bureaus against 
the “‘free-lotter” are publicity campaigns, 
a number of which have been conducted 
in the newspapers. A good example is 
the work of the St. Louis Bureau which 
published a series of newspaper adver- 
tisements under such headings as that 
shown in Exhibit VI. 

This Bureau also used the radio 
in warning the public of the pitfalls to 
be encountered as a result of “winning” 
a “free-lot.” That the publicity methods 
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of the Better Business Bureaus are 
effectual in cutting down the profits of 
the free-lot promoter is shown by the 
fact that one firm in Toledo obtained a 
temporary injunction preventing the 
Bureau from publishing advertisements 
in newspapers in which persons were 
warned to investigate carefully the busi- 
ness methods of the concern which was 
selling lots by the free-lot scheme. This 
injunction was later dissolved by the 
court of common pleas. 


Exhibit VI. 





Winning a Lot May Mean Losing 
a Lot 


“FREE LOTS” the “SOMETHING 
FOR NOTHING” LURE 


A FREE LOT FOR $7.50 
A story of how it costs money to get “some- 
thing for nothing” 
FREE LOTS 


. . now cost real money. 





In cities where there are no Better 
Business Bureaus, the Vigilance Com- 
mittees of the Associated Advertising 
Clubs of the World may perform a 
similar function. By investigating the 
methods of the “free-lotter” and barring 
his advertising from the newspapers 
they are able to decrease greatly his 
effectiveness, while a publicity campaign 
will virtually nullify his efforts. 

Local Real Estate Boards. The local 
Real Estate Boards have been of service 
in protecting the public from the effects 
of such predatory merchandising. Their 
effectiveness has been enhanced by co- 
operation with the other agencies men- 
tioned, 

The real estate license laws of some 
of the states have provisions aimed at 
the control of the usual type of free-lot 


merchandising. The Real Estate Boards 
limit the “‘free-lotters’,” activity by 
bringing violations of the law to the at- 
tention of the License Commission. In 
several cases local boards have caused a 
cessation of activities merely by securing 
a special investigation from the County 
Attorney’s office. The operations of 
most of these “generous” subdividers 
will not stand close inspection, a fact 
of which they are very conscious. Of 
course, if the offenders are members of 
the Real Estate Board they can be 
disciplined through the Code of Ethics 
of the National Association of Real 
Estate Boards. However, as was men- 
tioned earlier, it is very seldom that a 
Realtor is found using such methods. 
Some of the publicity campaigns of 
the local Real Estate Boards have been 
very effective in cutting down the profits 
of the “free-lotter” by causing the public 
to investigate the details of the scheme 
before they invest any money. An ex- 
ample is the newspaper advertisement 
used by the Waco Real Estate Board 
and reproduced in Exhibit VII. Further- 
more these campaigns serve the purpose 
of calling the attention of ‘the public to 
the opposition of the National Associa- 
tion, as well as of the local boards, to 


Exhibit VII 





WARNING: 
Free Lot Schemes! 
THE NATIONAL ASSOCIATION OF 
REAL ESTATE BOARDS is continually 
making warfare on unethical real estate 
practices. 


The WACO REAL ESTATE BOARD 
warns the public that so-called FREE LOT 
SELLING SCHEMES are not in conformity 
with the code of ethics of this body, and in 
our opinion are not good business for seller 
or buyer, especially the buyer. 


We believe that free property is the highest 
priced property one can buy. 


THE WACO REAL 
ESTATE BOARD, INC. 
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these questionable practices in merchan- 
dising real estate. 

The occasion for the use of this ad- 
vertisement (Exhibit VII) was the ac- 
tivity of a free-lot firm which secured 
prospects by a house-to-house canvass, 
advertising the free drawing of lots in 
the company’s addition. At a later date 
the unsuspecting prospect was notified 
that he had been successful in the draw- 
ing for the lot and was urged to con- 
tract immediately for the property. If 
the “winner” wished to look at the 
“prize”, he was taken to the addition 
and there informed that the preparation 
of the papers, abstract, etc., would cost 
$49.00, on payment of which the lot 
would be delivered. The contracts under 
which these lots were sold restrict the 
lot to improvements costing not less than 
$3000. The lots in the addition were 
25 by 125 % feet, while the regulation lot 
was 50 by 165 feet. After receiving his 
“free” lot the prospect found himself 
unable to do anything with it unless he 
also purchased the other half-lot which 
the company would sell him at a price of 
from $250.00 to $350.00 or more, ac- 
cording to the capacity and gullibility 
of the victim. 

Another type of control has been de- 
vised by the Real Estate Board of Balti- 
more which “has offered the services of a 
committee of expert appraisers to the 
persons who have been offered free lots 
to assist in discovering the real market 
value of the lots that are being unloaded 
by free-lot operators at prices that have 
been found to be ten times the real 
value in particular cases. The appraisers 
of the Baltimore Board give their serv- 
ices gratis to the free-lot prospects.”? 

In numerous instances the local boards 
have adopted resolutions of their dis- 
approval of the free-lot scheme. One 





1 Report of the Baltimore Board in the National Real 
Estate Journal for December 12, 1927. 


such resolution follows, which also illus- 
trates the cooperation between the real 
estate board and the local Better Business 
Bureau. 


“Whereas, it is revealed by the Fort 
Wayne Better Business Bureau that certain 
transient real estate promoters are visiting 
Fort Wayne and vicinity and conducting 
so-called ‘free-lot’ schemes, the usual plan 
of which is to secure a piece of farm land, 
stake it out into lots, without improvements, 
and then operate a plan whereby certain per- 
sons are informed that they are the ‘lucky’ 
winners of free lots, with no expense to meet 
except the mere cost of the transfer of the 
property; whereupon the winners discover 
that the lots are either too narrow or so 
poorly located as to make them almost value- 
ess, and can be made usable only by the pur- 
chase of additional ground at seemingly low 
prices but which are in reality much higher 
than the combined areas are worth; be it, 
therefore, resolved: 

“That the members of the Fort Wayne 
Real Estate Board go on record as vigorously 
condemning any plan of sale of real estate 
which involves the principles used in such 
sales plans, first, because immediately it is 
an injustice to the purchasers, and, second, 
because it is in direct violation of the modern 
methods of conducting the real estate busi- 
ness on high ethical grounds, and has a ten- 
dency to discredit the efforts of all who seek 
to conscientiously serve their clients, their 
customers and the community as a whole. ” 


The newspapers have generally been 
found willing to publish articles and 
news stories which expose the dangers 
behind the alluring appearance of the 
something-for-nothing charities of the 
free-lotter. 

State License Commissions. The 
License Law Commissions have stead- 
fastly opposed the use of these prac- 
tices and in seven states have definitely 
adopted the policy of revoking the 
license of any real estate broker or sales- 
man who engaged in free-lot merchandis- 
ing.? The Ohio board said in connection 





2 These seven states are New York, New Jersey, 
Ohio, Wisconsin, Illinois, Michigan and California. 








with its investigations of such schemes: 


“These practices have been bringing the 
real estate business into disrepute. Those of 
the public least able to lose their meager 
earnings are being mulcted and defrauded 
and the indiscriminate and _ unrestrained 
platting of farm lands into small lots far from 
the city limits, with no prospects of early 
development, will be a handicap to the 
proper and normal growth of our metro- 
politan areas. . . This Board is of 
the opinion, after careful investigation, that 
every one of these schemes bears on its face 
the badge of fraud. No broker or salesman 
continuing such sales methods will be granted 
a license to engage further in the real estate 
business and there will be a swift revoca- 
tion of the licenses of those now licensed 
who continue such business practices.” 


‘The National Association of Real 
Estate Boards, advocating as it does 
advanced standards of practice in the 
real estate business, has always opposed 
such methods of merchandising and has 
at all times shown its willingness to co- 
operate with local boards in stamping 
out the activities of the “free-lotters.” 

After the matter has been called to 
its attention by the Better Business 
Bureaus or by the Real Estate Boards, 
the Post Office Department has in sev- 
eral instances issued fraud orders against 
the offending companies and _ their 
officers. In cases where it can be used, 
this provides a very effectual bar to the 
further operations of the free-lot artist, 
especially where his activities extend 
over a wide area. The right to use the 
mails is statutory, really only a privilege, 
and can be withdrawn by the post- 
master-general.5 

District Attorney. The office of the 
District Attorney has been enlisted 
when the “‘free-lotter” was found to be 
using methods which are definitely 
fraudulent, in addition to “giving away” 

3 Quoted from the Findings of the Ohio License Law 
Commission, J. Wilbur Jacoby, Chairman. 


‘For example, the case of the Naga Sales Corpora- 
tion and a concern of New York City against whom a 
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lots. In one case which resulted in the 
indictment of two men in New York on 
charges of grand larceny in the second 
degree, the promoters were reckless 
enough to sell the same lot to different 
buyers. In addition it was found that 
after purchasing a tract of land for 
$18,000, on which they paid $2,000, 
giving a blanket mortgage for the re- 
mainder of the purchase price, they sold 
the lots as free and clear. But their 
crowning mistake was in continuing to 
sell lots after the blanket mortgage had 
been foreclosed. The men pleaded guilty 
and were given a fixed time in which to 
restore as much as possible of the $100,- 
000 which they were supposed to have 
received from the persons who thought 
they were getting unencumbered build- 
ing lots. 

Federal Radio Commission. In some 
cities the “‘free-lotters,” finding house- 
to-house canvassing rather expensive, 
being rather apprehensive of using the 
mails, and being barred from the news- 
papers, have resorted to the radio in 
their attempt to secure prospects. Ad- 
vised of this condition by local agencies, 
the Federal Radio Commission ad- 
dressed a warning to radio stations with 
the result that such advertising has 
been curtailed. 


IV. A Recent Court Case 


The difficulties of obtaining a convic- 
tion through criminal action are well 
illustrated by a recent case tried in the 
Federal District Court for Nebraska, 
Omaha Division. Aggressive action on 
the part of the local real estate board 
preceded the action by the government: 


“The Omaha Real Estate Board through 
Leo B. Bozell, executive secretary, Saturday 


fraud order was issued on July 11, 1927, in connection 
with a free-lot scheme in Pelham Manor in Baker 
County, Florida. The details are to be found in the 
records of the Solicitor of the Post Office Department. 
8 Missouri Drug Co. o. Wyman, 129 Fed. 623 (1904)- 
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denounced a so-called ‘free-lot’ drawing pro- 
motion plan of the U. S. Suburban Home 
Developers, Inc., who are promoting a sub- 
division known as Lakoma Heights Addition, 
near the Lakoma Country Club. 

“The realty board declares that a charge 
of $50 is made for ‘abstracts, notarial and 
other costs’ on the supposedly free lots 
drawn by ‘lucky persons. 

“‘They are not giving away anything,’ 
says the board’s statement, ‘for less than it is 
worth. When they dispose of property they 
make a profit out of it. Furthermore, this 
particular addition is not in Omaha. It is 
not within the three mile limit over which 
the planning board has jurisdiction.’ 

“The Realtors claim that the lots, alleged 
to be given away in drawings, are only 25 
foot lots, too small on which to build, necessi- 
tating another purchase if the lucky drawer 
wants to build. 

“H. H. Cowl, advertising manager of the 
company, whose methods were attacked, 
said Saturday that the corporation was 
‘merely doing what many merchants do— 
give away or sell below cost some things as 
an advertising proposition.’ 

“Our campaign is nearly complete now,’ 
he said, “We have several testimonial letters 
from people who are at Lakoma Heights. 
Everything that we do is open and above 
board. We are soon going to start building 
homes on the installment plan.’ 

“The Realty Board’s statements on the 
area were contained in a letter to the 

ebraska Farmer at Lincoln, whose ‘advice 
to investors column’ had advised persons 
not to send $59 ‘costs’ to the development 
company for the ‘free’ lots.’ 


The actual litigation against these 
free-lot operators is found in the case of 
United States of America, plaintiff, v. 
Harry H. Cowl, Fohn W. Weinstein et al, 
defendants.” 

The indictment returned by the grand 
jury stated that the defendants “‘carried 
out . . . a scheme and artifice to de- 
fraud by means of false, fraudulent and 
fictitious pretenses and representations.” 
The defendants had three pieces of 
property, the principal tract of which 





*From Omaha Nebraska News, May 3, 1925. 


was called Lakoma Heights. They 
represented that it was an established 
community with paved roads, street 
lights, electricity, telephone lines; that 
city water mains and sewers were laid 
to the property, that the company 
planned to build many residences on 
this property; and that it was a few 
blocks from an exclusive residential 
section of the city of Omaha. Names 
were obtained at fairs and all those 
signing cards received notices that 
they had been “selected.” The govern- 
ment charged that the person designated 
to receive the lot was not chosen by 
chance; that $59 was more than the 
actual cost of abstract, deeds and inci- 
dental expenses in connection with the 
transfer of title; that Lakoma Heights 
was not an established community and 
that it did not contain the utilities repre- 
sented; further that the company did 
not intend to build houses; that the site 
was three or four miles from Dundee; 
that lots donated for $59 “actual cost” 
were not worth the sum of $250 as 
represented, and that the same lot could 
not be disposed of to several persons 
with complete disregard for the rights 
of the previous holders. The indictment 
contained 14 counts, most of which in- 
volved the transmittal of letters or 
documents through the mails, which 
brought the case within federal jurisdic- 
tion. The following reproductions of the 
“come-on” letter and signature card 
(Exhibits VIII and IX) further in- 
dicate that the activities of the defend- 
ants were typical. A number of these 
were included in the indictment. It 
should be noted that the signer was 
expected to indicate in which of four 
cities he preferred to “own a building 
lot.” 





7 District Court of the United States for the district 
of Nebraska, Omaha Division, Case No. 5294— 
Criminal. 
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Federal Statute Violated. The indict- 
ment was partially based on section 37 
of the United States Penal Code. A 


portion of this conspiracy section reads: 


“If two or more persons conspire either to 
commit any offense against the United 
States, or to defraud the United States in 
any manner or for any purpose and one or 
more of such parties do any act to effect the 
object of the conspiracy, each of the parties 
to such conspiracy shall be fined not more 
than ten thousand dollars, or imprisoned not 
more than two years, or both.” 


The alleged conspiracy was to violate 
section 215 of the Penal Code, which is 
as follows: 


“Whoever, having devised or intending to 
devise any scheme or artifice to defraud, or 
for obtaining money or property by means of 
false or fraudulent pretenses, representa- 
tions, or promises, . . . shall, for the pur- 
pose of executing such scheme or artifice or 
attempting so to do, place, or cause to be 
placed, any letter, postal card, package, 
writing, circular, pamphlet, or advertisement, 
whether addressed to any person residing 
within or outside the United States, in any 
post-office, or station thereof, or street or 
other letter box of the United States, or au- 
thorized depository for mail matter, to be 
sent or delivered by the post-office establish- 
ment of the United States, shall be 
fined not more than one thousand dollars, or 
imprisoned not more than five years, or 


both.” 


The Counts Which Went to the Fury. 
Copies of the indictment and the judge’s 
charge to the jury were obtained in 
order to ascertain what matters of fact 
the court allowed as a basis for the jury’s 
deliberations. The judge eliminated 
those portions of the indictment which 
maintained that certain utilities were 
not available in Lakoma Heights; that 
the value of the lots was only a fraction 
of that indicated by the defendants; 
and that the sale of individual lots to 
several different purchasers was neces- 
sarily fraudulent. The allegations which 
were left to the jury for consideration 


were that the persons designated to re- 
ceive a free lot were not chosen by 
chance; that $59.00 was more than the 
actual cost of the abstract and other 
incidental expense in connection with the 
transfer of title; that Lakoma Heights 
was not an established community; that 


Exhibit VIII 





SPECIAL ADVERTISING CAMPAIGN 


I. B.C. 
For Building Lots............... 
I assume No Obligation by signing this 
Card. 


Name Mrs. John J. Fossler 





Address Millard, Nebr. 





City 





Occupation Housewife 





Place X where you would like to own a 
building lot. 


___CEDAR RAPIDS, IA. __ OMAHA, NEB 


___ SIOUX, CITY IA. ___MOLINE, ILL 











some other utilities were not on the prop- 
erty as claimed; and that the company 
did not plan to build any residences on the 
property. Apparently, the jury reached 
its decision on the counts charging a 
conspiracy and scheme to defraud by 
using some or all of the misrepresenta- 
tions listed above as left for the jury’s con- 
sideration and on the final count which 
charged certain overt acts in carrying 
out the conspiracy, such as the mailing 
of various letters in connection with the 
scheme and the signing of land contracts 
by individuals alleged to have been en- 
gaged in the conspiracy. 

There were 14 counts in the original 
indictment. The court eliminated three 
of them and modified the others in a 
manner which caused the writer to feel 
that the judge was far from unsympa- 
thetic toward the dilemma of Cowl and 
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Nevertheless, Cowl was 


Weinstein. 
convicted on all 11 counts and Wein- 
stein on 10 counts. 


EXHIBIT IX 
U. S. SuBURBAN LAKOoMA 
Home DEVELOPERS HEIGHTS 


Omaha, Neb. 


INCORPORATED ’ 
Suite 536, First National 


Bank Building, Omaha, Neb. 
Mrs. John J. Fossler Sept. 17, 1927. 
Millard, Nebr. 


Dear Sir: 

Recently you signed your name to the en- 
closed Building Lot Card at the Des Moines 
Fair. 

Permit us to congratulate you upon having 
had your name selected to receive a building 
lot at Lakoma Heights, “The Development 
Beautiful.” 

As was announced the total cost to you 
will be Fifty-nine Dollars, which covers the 
consideration for the lot, services rendered 
by the Company, also the proportionate 
share of the original searching of title, sur- 
veying of property, drawing of deed, notary 
public acknowledgment, and all other inci- 
dental expenses appertaining thereto. 

In order to receive the deed to this build- 
ing lot it will be necessary for you to come 
to our Omaha office (address above) that we 
can take you out to the property at our ex- 
pense, any day of the week, and show you 
the lot to which you are entitled. This op- 
portunity will be held open for not later 
than September 24, 1927. 

We know that when you inspect Lakoma 
Heights Addition you will be delighted with 
the magnificent location, and speak highly of 
the premises. The reason you are obtaining 
this property under the above conditions is 
that we would like to have you give us a 
testimonial letter and recommend it to your 
friends. 

Looking forward to an early visit from 
you, we are 

Yours very truly, 
U. S. Susursan Home 
Open Sunday. Deve opers, Inc. 
RWS:GMV J. WitiiaMs, 
Advertising Manager. 

P.S. PLEASE LET US KNOW WHEN WE MAY 
EXPECT YOU IF YOU CANNOT COME BY THE 
ABOVE DATE. BRING THIS LETTER WITH YOU 
FOR IDENTIFICATION. 


The Decision. The jury considered 
that the defendants had entered into a 
conspiracy to defraud through the use of 
merchandising appeals which we have 
previously considered and which in- 
cluded the something-for-nothing bait 
and that some of the transactions and 
relationships which grew out of pur- 
chases made under such conditions were 
clearly fraudulent. Although the study 
of the case has been based entirely upon 
an examination of the original indict- 
ments, the judge’s charge to the jury and 
the exceptions thereto, newspaper re- 
ports, and correspondence with persons 
interested in or attending portions of 
the trial, we feel that this decision estab- 
lishes a precedent which can be invoked 
in initiating legal action against persons 
using the mail to sell real estate on the 
free-lot method of operation, although 
this precedent is somewhat weakened 
by the presence of other practices, which, 
although generally accompanying, are 
not an integral part of the scheme.® 


Conclusion 


The universal attitude toward the free- 
lot scheme of merchandising subdivisions 
holds it to be most reprehensible. Close 


8 The records show that these individuals operated 
in five cities in three states and that in the particular 
development, Lakoma Heights, they had collected 
about $192,000.00 from the sale of lots with consider- 
ably less than half the lots in the tract deeded, but with 
many contracts outstanding. 

® The actual sentence was substantially as follows: 
(1) Harry H. Cowl, President, U. S. Suburban Home 
Developers Inc., was sentenced to one year and one day 
in the Federal Prison at Leavenworth, Kansas, also a 
fine of $5,000.00; (2) John W. Weinstein, Sales Mana- 
ger, was sentenced to six months in the County Jail, 
fine $1,000.00 (both had sixty days to appeal before 
execution of the sentences); (3) Two salesmen, who 
entered pleas of nolle-contendere (a plea sometimes 
accepted in criminal cases not capital whereby the 
defendant does not directly admit himself to be 
guilty, but tacitly admits it by throwing himself upon 
the mercy of the court and desiring to accept a small 
fine, which plea the court may accept or decline) and 
were fined $100 each, with 30 days in which to make 
payment. 








observation of its method of operation 
and of the low-income, inexperienced 
group at which it is aimed brings the con- 
viction that it is entirely exploitative 
and predatory. One instinctively resents 
the complete deception that is involved 
in the operation from the start, namely, 
the allegation that something is being 
given for nothing when as a matter of 
fact, a handsome price is being exacted 
for the properties thus sold. 


Surveying the methods of control we 
find that they fall into two classes. 
The legally constituted means are found 
in the fraud statutes and in the remedial 
and restraining functions of the courts. 
The second type of control is that of a 
more informal nature exercised largely 
through publicity and other means of in- 
fluencing public opinion by such bodies as 
Better Business Bureaus, the Real Estate 
Boards and others. As a practical mat- 
ter, the legal devices are inadequate. 
In the first place, no statutes bear di- 
rectly upon the activity except where 
use of the mails violates the Federal 
Penal Code, or advertising statutes and 
“confidence game” enactments in in- 
dividual states provide remedies. If the 
misrepresentation concerning facts other 
than valueis to be taken into court by an 
exploited party, the low value of the land 
units involved makes relief cumbersome 


10 The penal law of the State of New York “utterly 
forbids the use of the ‘free-lot’ scheme” in selling real 
estate, according to an opinion given by Albert Ottinger, 
attorney general, in a letter to A. C. MacNulty, deputy 
Secretary of State in charge of the administration of the 
New York real estate license law, a copy of which the 
New York license commissioner has forwarded to the 
National Association of Real Estate Boards. 

“This is true even where there is no deceit in the 
particular case, it being the evident purpose of the legis- 
lature to forbid the use of such methods because of the 
probability that they would be accompanied by deceit,” 
the New York attorney-general says. 

Power of the New York real estate license officials 
to move against firms using “‘free-lot”’ bait in disposing 
of their tracts is indicated in the attorney general’s 
opinion as follows: 
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and expensive in comparison. The 
person who has donated $40 to $80 to 
the free-lot operator is thus practically 
without remedy in the courts. In case 
misrepresentations were made as to 
value the courts take the position that, 
if prospective purchasers were on the 
ground and were themselves afforded 
opportunity to form an estimate or 
opinion as to value, there has been no 
misrepresentation. It is an integral 
part of the free-lot method to take both 
the husband and wife to visit the prop- 
erty, thus eliminating this potential 
legal liability and thus making prepara- 
tion for the previously described switch- 
ing tactics. Under these circumstances 
according to the court attitude there 
has been a transaction with a valuable 
consideration openly agreed upon and 
the ruthless doctrine of caveat emptor 
is considered to hold.’ 

The informal types of control were 
discussed in considerable detail in this 
paper. Those in touch with present con- 
ditions know that free-lot subdividing 
has diminished as a result of the efforts 
of these agencies. Let us hope that 
their vigilance will continue because the 
free-lot subdivider is not the sort of per- 
son who should have a share in deter- 
mining the future structure of our cities, 
nor is he an individual who recognizes 
any social responsibilities in connection 
with “land investments” which he offers 
to the gullible. 


“Penal Law Section 421 bears the heading ‘Untrue 
and Misleading Advertisements.’ It is a very broad 
provision, broader than the heading would indicate, 
and I am of the opinion that it utterly forbids use of the 
‘free-lot’ scheme. 

“In the case of real estate brokers and salesmen 
guilty of violations of Penal Law Section 421, by using 
the ‘“‘free-lot” scheme as an aid to conducting their 
licensed business, there need not necessarily be any 
proof that deceit was employed in the particular case 
or that anybody has actually been defrauded in order 
to justify exercise by the Department of State of the 
disciplinary powers vested in it under Real Property 
Law Section 441-c.” 
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A STUDY OF THE INTERCORPORATE STRUC- 
TURE OF SERVICE CORPORATIONS IN THE 
ELECTRIC LIGHT AND POWER 
INDUSTRY 


By KENNETH FIELD 


EW factors have played a greater 
Prat in bringing about the present 

prosperity of the electric light and 
power industry than the efficiency of 
group management organizations.' Few 
factors have furthered the reduction of 
electric rates to consumers more than 
the economies made possible by these 
same organizations. Few matters in 
corporation finance are so intricate as 
the stock control relations which in- 
corporated service organizations? bear 
to the companies which they serve. Yet, 
despite this interest to investor, to con- 
sumer, and to student of finance, sur- 
prisingly little has been written concern- 
ing group service organizations. It is the 
purpose of this paper, therefore, to ex- 
amine the intercorporate structure of 
these organizations. The plan of presen- 
tation is: (1) types of technical organi- 
zation, (2) causes of separate incorpora- 
tion, and (3) stock control relationships.* 


I. Types of Technical Organization 


Operating Management Organizations. 
The operating organizations of electric 
light and power companies are of two 





1That is, organizations which perform financial 
management, operating management, and/or construc- 
tion services for groups of operating companies. In a 
sense, organizations purely for control purposes may be 
regarded as a distinct type of service organization; but 
the author prefers to restrict that term to organizations 
rendering active technical services. 

*A list of some of the more prominent service cor- 
Porations would include the following: Electric Bond 
and Share Company; Stone & Webstér and Blodgett, 
Incorporated; Stone & Webster, Incorporated; J. G. 
White & Company; J. G. White Management Corpora- 


types: (1) a complete management 
organization which directs all the policies 
of the operating company, as in the 
case of the Detroit Edison Company; 
and (2) a mere routine operating organi- 
zation which carries out policies for- 
mulated by an outside management 
organization, as in the case of companies 
in the Standard Gas & Electric Company 
system. In the latter system “the oper- 
ating force on each of the individual 
properties is similar to that usually 
found on independent properties, with 
the important exception that the person- 
nel need be sufficient only to carry 
out routine work in accordance with the 
policies and methods prescribed by the 
central operating and engineering or- 
ganization. All the actual operation 
of the local properties is in the direct 
charge of the vice-president in charge of 
operation of the management corpora- 
tion.’”4 

The explanation of the above men- 
tioned difference in organization is to 
be found in the size of the operating unit. 
The large operating company can eco- 
nomically employ, as a part of its own 


tion; J. G. White Engineering Corporation; H. M. 
Byllesby and Company; Byllesby Engineering and 
Management Corporation; Hodenpyl-Hardy & Com- 
pany, Incorporated; W. S. Barstow & Company; Henry 
L. Doherty & Company; Doherty Securities Company; 
The Doherty Operating Company; Republic Construc- 
tion Company; Water Works & Electric Securities Cor- 
poration; United Engineers and Constructors, Incor- 
porated; United Light & Power Engineering & Con- 
struction Co. 

3 Illustrations are as of January 1, 1928, unless con- 
text or footnotes indicate otherwise. 

489 Electrical World 1127. 
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organization, a class of technical ability 
that only group organizations can eco- 
nomically supply to small operating 
companies. The effect of the size of 
operating subsidiaries on the manage- 
ment organization of holding company 
systems is illustrated by the management 
organizations of two large public utility 
systems: the United Light and Power 
Company system and The North Ameri- 
can: Company system. 


“The operating companies that are owned 
and controlled s the United Light and 
Power Company are, so far as is compatible 
with the economic interests of the group 
as a whole, locally managed. In order to 
supply that direction of effort and unity of 
policy wager veg 4 for the successful group 
operation, the holding company has under 
it another corporation titled the United 
Light & Power Engineering & Construction 
Company, which acts as management di- 
rector of the operating companies . . . The 
management company does not exercise 
the same degree of control over all of the 
holding company properties, there being two 
large units—Kansas City, Missouri, and 
Columbus, Ohio—the operating and en- 
gineering organizations of which can eco- 
nomically be sufficient in numbers and 
talent to require little management super- 
vision, except in major construction.®” 


With respect to the North American 
Company, 


“The fact that the subsidiaries are prin- 
cipally of large size and independent im- 
portance has ae responsible for an adop- 
tion of policies somewhat different from 
those of most other public utility holding 
companies. The operating, construction, 
employe and public relations activities of 
the subsidiaries are conducted by their own 
executive staffs, and not through a central- 
ized management and engineering organiza- 
tion governing the operation of all sub- 
sidiaries.””6 

With regard to the future status of 
system management organizations, the 


589 Electrical World 1151. 


6“The North American Company,” a booklet pub- 
lished by the Company, pp. 48-9. 





fact that large companies can economi- 
cally retain complete managerial staffs 
implies that group operating manage- 
ment will become of less importance in 
the electric light and power industry. 
The formation of large regional electric 
light and power companies is gradually 
resulting in the development of operat- 
ing companies of sufficient size to permit 
the retention of complete staffs by those 
companies individually. Where sub- 
sidiaries have developed complete oper- 
ating organizations, the group manage- 
ment function has been reduced chiefly 
to the activities of analyzing compar- 
ative records, of conducting researches, 
and of serving as a clearing house for 
improved methods. Thus The North 
American Company has no central 
management organization at all; but 
“the heads of the various departments of 
the subsidiaries, and of other companies 
in which The North American Company 
has substantial investments, are brought 
together through a system of advisory 
committees, and have thus been en- 
abled effectively to pursue important 
cooperative researches which have ma- 
terially aided in the establishment of 
unique records in efficient and _ eco- 
nomical operation.””* 

Not all holding corporation systems, 
however, confine their activities to the 
electric light and power industry to such 
an extent as does the North American 
Company. In the multi-industry sys- 
tems, the presence of a large number of 
gas, water, electric railway, ice, steam- 
heat, and other subsidiaries, which do 
not lend themselves to large ownership 
units so readily as do electric light and 
power companies® gives to group man- 


7 Tbid., p. 49. 

8 Gas and electric railway properties may be owner- 
ship and operating units fully as large as electric com- 
panies, but this applies, for the most part, only in 
densely populated areas. Gas and electric railway 

(Footnote 8 continued on page 295) 
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agement a degree of importance that is 
not warranted by the electric light and 
power subsidiaries alone. Where several 
services are rendered by a single oper- 
ating company, however, though the 
activities are conducted in several iso- 
lated communities, the effect is to dimin- 
ish the necessity for intercorporate 
group management organizations.® This 
result follows from the fact that the 
economies of group management are 
purely economies of size. The extent of 
composite service and the corporate 
organization for rendering various serv- 
ices, therefore, will have very great 
influence on the holding company man- 
agement organizations of the future. 
Examining the relationships to hold- 
ing corporation systems, separate oper- 
ating management organizations are 
found: (1) as separate corporations, (2) 
as departments of system control com- 
panies, and (3) as departments of 
separate service corporations. Examples 
of the first type of organization are the 
J. G. White Management Corporation, 
the Doherty Operating Company, and 
the Electric Management & Engineering 
Corporation; examples of the second 
type of organization are the operating 
management departments of the Ameri- 
can Gas & Electric Company, and the 
Commonwealth Power Corporation; and 
examples of the third type of organiza- 
tion are the operating management de- 
partments of Stone & Webster, Incor- 
porated, the Byllesby Engineering & 
Management Corporation, the United 





(Footnote 8 continued from page 294) 

properties are less commonly interconnected over large 
areas than are electric power properties. The absence 
of physical interconnection has often been advanced 
by regulatory commissions as a ground for refusing 
to sanction consolidations. In other cases, franchise, 
rate, credit, and other considerations have interposed 
obstacles. This is especially true of electric railway 
properties, where poor credit and burdensome franchise 
requirements operate, not only to prevent amalgama- 
tions, but to cause further segregations. 


Light & Power Engineering & Construc- 
tion Company, W. S. Barstow & Com- 
pany, the Electric Bond and Share 
Company, and the former General En- 
gineering & Management Corporation. 

Construction Organizations. The con- 
struction requirements of electric light 
and power companies may be divided 
into two classes: (1) construction of dis- 
tribution facilities and (2) construction 
of power plant and transmission facili- 
ties. Distributing facilities have a com- 
paratively steady, orderly growth which 
can be economically taken care of by 
the regular staff of the operating com- 
panies. Power plant and transmission 
facilities, on the other hand, have an 
intermittent growth which can be hand- 
led most economically by a construction 
organization which provides facilities 
for enough companies to insure a large 
continuous demand for its services. 
Further, for best results, designing and 
construction should be performed by a 
single organization. The designing of 
power plant and transmission facilities 
requires a very high class of technical 
skill which can be effectively supplied 
only by large organizations which have a 
good load factor. Therefore, construc- 
tion of power plant and transmission 
facilities is usually done by an organiza- 
tion separate from the electric light and 
power operating company.’° 

In many instances the separate con- 
struction organization confines its ac- 
tivities chiefly to the subsidiaries of a 
single system. Examples of this type of 
organization are: W. S. Barstow & 
Company, Byllesby Engineering and 

9 In 1922, slightly more than 37% of the electric light 
and power companies supplied other types of service 
also. In 1917, the percentage was slightly more than 40. 
(Census Bureau, Central Light and Power Stations, 
1922, p. 18.) 

10The term separate construction organization is 
used in the succeeding discussion to mean those organi- 
zations which are separate from the operating com- 
panies. 





Ss 





296 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Management Corporation, General En- 
gineering & Management Corporation, 
American Construction & Securities 
Company, Arkansas-Texas Construc- 
tion Company, and Shawinigan En- 
gineering Company, Ltd. In other 
instances, separate construction organi- 
zations do' not confine their activities 
to affiliated companies but do a general 
construction business. Examples of this 
type of organization are: Stone & Web- 
ster, Incorporated, 80% to 90%" of whose 
construction is for clients which are not 
under the supervision of its managerial 
staff; and J. G. White Engineering Com- 
poration, 75%? of whose construction 
is done for clients which are not under 
the supervision of the J. G. White Man- 
agement Corporation. Recently, the 
United Engineers & Constructors, In- 
corporated,’* was formed by uniting 
the United Gas Improvement Contract- 
ing Company, the Public Service Pro- 
duction Company, Dwight P. Robin- 
son & Company, and Day and Zimmer- 
mann, Incorporated. Much of the con- 
struction conducted by Stone & Web- 
ster, Incorporated, J. G. White Engineer- 
ing Corporation, and United Engineers 
and Constructors, Incorporated, is for 
governmental agencies, industrial cor- 
porations, and steam railroads. From 
these facts it may well be questioned 
whether a construction organization 
which confines its activities to a single 
system of operating companies, as the 
industry is now organized, has yet at- 
tained sufficiently large size to secure 
the maximum of economies." 


11 Federal Trade Commission, Control of Power Com- 
panies, Senate Document No. 213, 69th Congress, 2nd 
Session, p. 187 (1927). 

8 Thid., p. 170. 

18 New York Times, January 17, 1928, p. 46. 

44 Future consolidations may develop systems which 
will require the services of construction organizations 
larger than any in existence today. It is beyond the 
scope of this paper to analyze the possibility of securing 
greater economy by increasing the size of construction 


As for the relationships to holding 
corporation systems, construction or- 
ganizations exist: (1) as separate cor- 
porations, (2) as departments of system 
control companies, and (3) as depart- 
ments of separate service corporations. 
An example of the first type of organiza- 
tion is the J. G. White Engineering Cor- 
poration; an example of the second type 
of organization is the construction de- 
partment of the United Gas Improve- 
ment Company prior to 1919; and an 
example of the third type is the construc- 
tion department of Stone & Webster, 
Incorporated. Separate construction 
organizations which are separately in- 
corporated and those which are depart- 
ments of service corporations are much 
more numerous than are those which are 
departments of system holding corpora- 
tions.” 

Financial Service Organizations. The 
financial services within the scope of 
this discussion are those of originating 
and distributing securities. These serv- 
ices are of particular importance to 
public utility systems because the amount 
of capital required by them is so large. 
For example, in 1928 the total public 
utility financing,’ including new capital 
issues and refunding issues, was ap- 
proximately $2,633,525,332.!7 The eco- 
nomical raising of these funds is impor- 
tant because interest and dividend pay- 
ments constitute such a large portion of 
the total cost of rendering service. Hence 
specialized organizations have developed 
to perform this service. These organiza- 
tions seldom confine their activities to 


organizations. However, considering the tendencies 
noted above, the question may well be raised. 

46 For a discussion of the causes of separate incorpora- 
tion see pp. 297 post. 

16 Since most, if not all, of the public utility systems 
in the electric light and power industry are composite; 
i. €., contain subsidiaries in several industries, it is 
proper to consider combined capital requirements when 
discussing system financing. 

17128 Commercial and Financial Chronicle 316. 
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handling the securities of a single com- 
pany or even to a single system; and 
where they do confine their attention to 
a single company or system, they very 
seldom distribute all the securities of 
that company or system. 

Explanation of the character of the 
business conducted by financial service 
organizations is to be found in the fact 
that a single company or system brings 
out securities only intermittently, 
whereas an investment banking organiza- 
tion must have a largecontinuous flow of 
security issues in order to be able to retain 
the technical and sales staffs which are 
necessary for searching out and utilizing 
the cheapest sources of capital. The ma- 
jority of the investment banking organ- 
izations which are definitely allied with 
public utility systems, therefore, provide 
an even flow of securities by acting with 
other investment banking organizations 
in the formation of underwriting syn- 
dicates. Many of the larger organiza- 
tions, such as Stone & Webster and 
Blodgett, Incorporated, and H. M. 
Byllesby and Company, not only handle 
public utility securities but deal in other 
classes of securities as well. 

The relationships of financial service 
organizations to system holding cor- 
porations can be grouped conveniently 
into the same classes as observed for 
management and construction organiza- 
tions. Examples of separate financial 
service corporations are J. G. White & 
Company, H. M. Byllesby and Company, 
and Stone & Webster and Blodgett, 
Incorporated. An example of financial 
service organizations operating as de- 
partments of system control companies 
is the financial service organization of 
the United Gas Improvement Com- 
pany.!® Examples of financial service 


18 Federal Trade Commission, Control of Power Com- 
panies, p. 235. 

19The term “subordinate holding company” is used 
to designate any holding company which is controlled 


organizations operating as departments 
of separate service corporations are the 
financial service organizations of the 
Electric Bond and Share Company and 
of Stone & Webster, Incorporated, prior 
to 1927. 


II. Causes of Incorporation of Service 
Organizations 


The separation of service organiza- 
tions from system control companies is 
influenced by many considerations, of 
which only the most prominent can be 
set forth here. Since these reasons are 
effective in the cases of all three types 
of services—operating management, con- 
struction, and investment banking serv- 
ices—discussion is not confined to single 
types of service organizations, but refers 
to service organizations in general. 

As has been intimated, the electric 
light and power industry is being, and 
has to a large extent been, formed into 
large systems of companies. These large 
systems are bound together through the 
medium of holding companies. The 
top holding company in each system 
directly, or indirectly through sub- 
ordinate!® holding companies, controls 
the companies in the system. Usually, 
the top holding company controls its 
subsidiaries through ownership of sub- 
stantially all ?° of their common stocks; 
and usually subordinate holding com- 
panies also control their subsidiaries 
through ownership of substantially all of 
their common stocks. Thus, since the 
common stock equities of the companies 
in a system (excepting the common stock 
equity of the system control company) 
are substantially all owned within the 
system, about all of the common stock 
equity of the entire system is in reality 





within a system, whether it be a subsidiary of the top 
holding company or a subsidiary of a subsidiary, etc. 


20 By “substantially all” is meant 90% to 100% of the 
amount of common stock. 
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provided by the top control company. 
Because of the diversification of eco- 
nomic conditions which the system as a 
whole represents, the top holding com- 
pany can raise a part of the funds which 
are necessary to supply the common 
stock equities for system operating com- 
panies by the sale and /or exchange of 
its bonds and/or preferred stocks; but 
a considerable part of these funds must 
be raised by the sale and/or exchange 
of the common stock of the top control 
company. Thus the Cities Service Com- 
pany had $80,067,461.61 in common stock 
outstanding in 1926.2" In the case of 
large systems, like that of the Cities 
Service Company, it is impossible for 
the individuals who control the policies 
of a system to own all of the common 
stock of the system control company; 
and since the common stock must be 
issued to holders outside the controlling 
group of individuals, the profits which 
the system earns must be shared with the 
“outside” stockholders unless some of 
those profits can be taken out of the 
system by a means other than that of 
paying them out as dividends on com- 
mon stock. 

Separately incorporated service or- 
ganizations operating on a fee basis offer 
such a means by which earnings may be 
withdrawn from holding corporation 
systems without being paid out as 
dividends; and in the cases of most of 
the larger public utility systems, a 
service corporation controls or dominates 
the top control company.” 

“It is customary for the controlling 
service organization to provide the various 


service agencies and charge fees for its 
services to the operating companies of its 


21 Annual Report to Stockholders, p. 15 (1926). 

The service organization which controls the top 
holding company is usually the financial service organi- 
zation. 

% Federal Trade Commission, Supply of Electrical 
Equipment and Competitive Conditions (Senate Docu- 
ment No. 46, 7oth Congress, Ist session) p. 214, (1928). 


roup. Its banking organization arranges 
or and participates in the marketing of the 
company’s securities and collects a fee; its 
engineering organization designs the plant 
and equipment and collects a fee; its pur- 
chasing organization places the orders for 
the supplies and equipment, inspects the 
purchases, and collects a fee; and its con- 
sulting managerial organization supervises 
the management and operation of the new 
facilities, and collects a fee.” Indeed, 
“among holding company executives some 
service organizations have been charged 
with ‘feeing their clients to death.’ ” 


Another advantage of separately in- 
corporating service organizations arises 
from the fact that service fees are a 
preferred claim upon the incomes of the 
companies served, and must be paid 
before dividends are declared. The 
dominating interests can, therefore, ob- 
tain an income through this channel 
when the system holding company is 
not paying dividends on its common 
stock. To illustrate, the General Gas & 
Electric Company, the system control 
company of the Barstow group, never 
paid dividends on its common stock and 
participating preferred stock from the 
time of its organization in Ig912 to the 
time of its reorganization in 1925; and 
from 1917 to 1925 it paid no dividends 
on its cumulative preferred stock. Yet, 
W. S. Barstow & Company, Incor- 
porated, which controlled the General 
Gas & Electric Company, received an 
income from the system. This income 
was received in the form of fees for 
management and construction services 
which were rendered by the W. S. 
Barstow Management Association, In- 
corporated.” 


This quotation assumes that the controlling service 
corporation renders all types of expert services. How- 
ever, not all controlling service corporations render all 
types of service listed. 


% Ibid., p. 214. 
% Federal Trade Commission, Control of Power Com- 
panies, pp. 210-211, 
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Service organizations are also incor- 
porated as subsidiaries of system control 
companies, so that organizations which 
would otherwise be departments of sys- 
tem control companies may operate on a 
fee basis without causing the system con- 
trol company to do business under the 
laws of several states. If the system con- 
trol company operated a department 
which contracted with operating com- 
panies for services to be rendered in the 
state in which the operating company is 
located, it would become subject to the 
laws relating to foreign corporations 
doing business in that state; and hence, 
might be subjected to a measure of 
regulation which the holding company 
prefers to avoid. An example of a serv- 
ice organization incorporated to avoid 
the problems which arise when a holding 
company operates under the laws of 
several states is the United Light & 
Power Engineering & Construction Com- 
pany. Apropos of this Company, it was 
stated that “‘the reason for the separa- 
tion of management and holding func- 
tions is to avoid the business complexi- 
ties of the holding company doing busi- 
ness under the laws of many states.’ 

Service organizations which deal with 
several systems or with companies under 
several ownerships are usually incor- 
porated and conduct their activities as 
independent businesses. This is the 
chief explanation of the separate incor- 
poration of the Electric Bond and Share 
Company; Stone & Webster, Incor- 
porated; J. G. White Engineering Cor- 
poration; J. G. White Management 
Corporation; United Engineers & 
Constructors, Incorporated; Hodenpyl- 
Hardy & Company, Incorporated; H. 
M. Byllesby and Company; J. G. White 


% 89 Electrical World 1151. 


"7 Now controlled by United Engineers & Construc- 
tors, Inc. (Moody, Public Utilities Manual, 1928, 
Pp. 2048.) 





and Company; Stone & Webster and 
Blodgett, Incorporated; H. L. Doherty 
& Company. 


ITT, Stock Control Relationships 


Stock control relationships existing 
between service corporations and the 
holding corporation systems which they 
may serve may be grouped into four 
classes. In the first class are those 
service corporations which are con- 
trolled by the holding corporations 
whose subsidiaries they serve. Examples 
of this class are Public Service Produc- 
tion Company, formerly controlled by 
Public Service Corporation of New 
Jersey,?” Byllesby Engineering and Man- 
agement Corporation, controlled by 
Standard Gas & Electric Company; 
United Light & Power Engineering & 
Construction Company, controlled by 
the United Light & Power Company; 
and Electric Management & Engineer- 
ing Corporation, controlled by the Na- 
tional Electric Power Company. 

In the second class are those service 
corporations which hold a controlling 
majority of the stock of the holding 
corporations whose subsidiaries they 
serve. In this group are Stone & Web- 
ster, Incorporated, which controls the 
Engineers Public Service Corporation; 
H. M. Byllesby and Company, which 
controls Standard Gas & Electric Com- 
pany; and W. S. Barstow & Company, 
which controls the General Gas & Elec- 
tric Corporation. 

The third class embraces those serv- 
ice corporations which hold minority 
interests in the holding corporations 
whose systems they serve. Typical of 
this class is the Electric Bond and Share 
Company, which holds minority inter- 
ests in the American Power & Light 
Company, the Electric Power & Light 
Company, and the National Power & 
Light Company. In so far as policies are 
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concerned, the effects of control by 
service corporations with class-three 
relationships may not differ materially 
from those of service corporations with 
class-two relationships, since the class- 
three service corporations usually hold a 
sufficiently large minority stock interest 
in system holding corporations to permit 
effective control of the systems. To 
illustrate, in 1925, the Electric Bond and 
Share Company dominated’® five sys- 
tem control companies in which it held 
minority voting rights. This domination 
was evidenced generally by the follow- 
ing facts: 

“(1) Thechief officers and directors of the 
Electric Bond and Share mg cond were 
directors or officers of these holding com- 
panies; (2) the presidents of these com- 
wg were in most cases Electric Bond and 

hare Company men; (3) S. Z. Mitchell, 
president of the Electric Bond and Share 
Company, was chairman of their respective 
boards of directors or of the executive com- 
mittee; (4) their general offices were identical 
in location with those of the Electric Bond 
and Share Company—namely, 71 Broad- 
way, New York City; and (5) the Electric 
Bond and Share Company had service con- 
tracts for their electric power subsidiaries 
which amounted to substantial control of 
those subsidiaries.” 


The fourth class of relationships 
arises when a service corporation and 
the system control company whose sub- 
sidiaries it serves are under a common 
control or domination. Among the 
larger holding corporation systems this 
third interest is usually another service 
corporation. For example, J. G. White 
& Company controls the J. G. White 
Management Corporation and domi- 
nates the Associated Gas & Electric 
Company. Likewise, Henry L. Doherty 
& Company controls the Doherty Oper- 
ating Company and the Cities Service 
Company. 

28 Domination is defined as control through ownership 
of less than a majority of voting stock. 


These classes of stock control rela- 
tionships reflect the connection which 
the system holding corporation bears 
to that corporation in which the in- 
dividuals who dominate the system are 
primarily interested. Where the dom- 
inating individuals are chiefly interested 
in the system control company—as is the 
case of Public Service Corporation of 
New Jersey and the United Gas Im- 
provement Company—the service organ- 
izations are controlled by the system con- 
trol company. When the dominating 
individuals are primarily interested in 
the service corporation—as is the case of 
W. S. Barstow & Company, Incor- 
porated; the Electric Bond and Share 
Company; Hodenpyl-Hardy & Com- 
pany, Incorporated; etc.—the service 
organizations control or dominate the 
system control corporations. In cases 
in which several types of service cor- 
porations serve a single control com- 
pany, the holding corporation relation- 
ships again reflect the effects of the inter- 
ests of the dominating individuals. 
Where those interests are primarily con- 
cerned with a single service corporation 
—as is the case of H. M. Byllesby and 
Company—other service corporations 
are controlled by the system holding 
company. On the other hand, where the 
dominating individuals are interested 
in the several service corporations—as 
is the case of the H. L. Doherty group— 
one of those service corporations controls 
the other or others and also dominates 
or controls the system holding corpora- 
tion. 

While these holding corporation rela- 
tionships have been explained in terms 
of the financial interests of the individu- 
als who dominate the holding company 
system, some of those financial interests 
require further explanation. In that 


29 Federal Trade Commission, Control of Power Com- 
panies, pp. 6-7. 











1 rela. 
which 
bears 
he in- 


em are 
> dom- 
srested 
sis the 
ion of 
is Im- 
organ- 
m con- 
nating 
ted in 
case of 
Incor- 
Share 
Com- 
ervice 
re the 
Cases 
© cor- 
com- 
ation- 
inter- 
duals, 
7 con- 
ration 
y and 
itions 
ding 
re the 
ested 
S—as 
up— 
itrols 
nates 
pora- 


rela- 
erms 
vidu- 
pany 
rests 
that 


r Com- 








SERVICE CORPORATIONS IN THE ELECTRIC INDUSTRY 301 


group of cases in which the dominating 
individuals are principally interested in 
the system control company, those in- 
dividuals depend, for their rewards, 
upon the dividends paid by the system 
control company. Hence, it is to their 
advantage to see that no earnings of the 
system are diverted as fees to an outside 
service organization. In this class of 
cases, therefore, service organizations 
are controlled by the system holding 
corporation. 

In that group of cases in which the 
dominating individuals are principally 
interested in the service corporation or 
corporations, those individuals depend 
for their rewards upon the dividends paid 
by the service corporation or corpora- 
tions. The service corporation, in turn, 
depends for its income chiefly upon the 
fees for its services and on the dividends 
received from its stock holdings in the 
system control company. Since, as has 
been stated previously, the stock hold- 
ings of the service corporation are usu- 
ally a fraction of the total stock of the 
system control company, it is to the ad- 
vantage of the service corporation to 
divert earnings of the system control 
company to the service corporation. 

There are two principal ways of 
diverting earnings from public utility 
systems to service corporations: One is 
to pay those earnings out gradually 
as fees*® in connection with services 
rendered by the service corporation; the 
other is to capitalize those earnings in 
the financial structure of the system and 
to deliver to the service corporation cash 
and /or securities** which represent the 
capital value of those earnings. 





*0 If the amount paid a service corporation is in excess 
of reasonable charges for its services, the amount of 
excess represents a diversion of earnings of the system 
service corporation. The problem of determining the 
“reasonableness” of charges is a separate question out- 
side the scope of this article. 


31 Were the securities thus turned over to the service 


In the latter case, the opportunity for 
turning over the capital value of earn- 
ings usually arises in the course of ad- 
ding new properties to a holding com- 
pany system. The controlling stocks of 
the companies which it is proposed to 
add to the system are first acquired by 
the service corporation. These control- 
ling stocks are then transferred to the 
system holding company. The service 
corporation receives in exchange for 
them, not only the cost of those control- 
ling stocks to the service corporation, 
but also an additional amount. This 
additional amount is a portion of the 
capitalized earnings of the holding com- 
pany system. Thus earnings of public 
utility systems are diverted to service 
corporations. For example, the Com- 
mercial and Financial Chronicle, in an- 
nouncing the acquisition of control of 
the Standard Power & Light Corpora- 
tion by the Standard Gas & Electric 
Company, stated: 


“A part of the transactions mentioned 
above have been made pursuant to an agree- 
ment dated March 22, 1926, between 
Landenburg and Thalmann & Co., Standard 
Gas & Electric Company, and H. M. 
Byllesby and Company. This agreement has 
been ratified and certain other purchases by 
Standard Gas & Electric Company from 
H. M. Byllesby and Company have been 
authorized by independent and disinter- 
ested directors of the Standard Gas & Elec- 
tric Company. Under the terms of these 
transactions, Standard Gas & Electric Com- 
pany will deliver to H. M. Byllesby and 
Company cash and securities which will 
represent a substantial gain to H. M. 
Byllesby and Company for the securities 
which they shall deliver to Standard Gas & 
Electric Company.” 


corporation voting stocks, the service corporation 
could strengthen its control of the system by retaining 
them. However, they are often preferred stocks and 
bonds. These the service corporation sells to the public 
for cash, or holds as an investment or speculation. 

% Vol. 122, p. 2044. It is not intended to imply that 
this transaction was not fair to the stockholders of 

(Footnote $2 continued on page $02) 
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These financial interests of the in- 
dividuals who dominate the holding cor- 
poration systems are, therefore, primar- 
ily responsible for the stock control rela- 
tionships which those systems exhibit 
with reference to service corporations.* 


IV. Conclusion 


In conclusion, it may be said that 
group service organizations have been 
developed to provide small corporations 
with a calibre of managerial talent that 
would not otherwise be available. In 


(Footnote $2 continued from page 301) 

Standard Gas & Electric Company. Such conclusions 
are not warranted by published data. However, the 
quotation conveniently illustrates a method of with- 
drawing the capital value of earnings of a holding com- 
pany system. Whether such withdrawals are fair or 
unfair to the stockholders of the holding company 
depends upon the merits of each case. 


this respect they have made substantial 
economies possible. Group service 
organizations are separately incorpo- 
rated partly to avoid the obstacles which 
beset a system holding corporation 
doing business in several states, partly 
to separate distinct types of businesses, 
1. e., the business of holding securities 
and the business of constructing or 
managing properties, and partly to pro- 
vide legal channels for compensating the 
motivating geniuses of these systems 
more nearly in accordance with the con- 
tributions which they have made. The 
stock control relationships reflect the 
relation of these dominating individuals 
to the holding company systems. 

33 There are many other methods of diverting earn- 
ings to service corporations. An analysis of all such 


methods would be a complicated study in itself, reach- 
ing far beyond the scope of this paper. 
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THE COST OF REGIONAL PLANNING 
By HARLEAN JAMES 


recently gathered summaries of 

regional planning activities in 14 
regions, more or less organized for plan- 
ning. These regions covered roughly 
about 25,000 square miles or 22,400,000 
acres, not a stupendous area; but on this 
land live nearly 30,000,000 people, a 
little less than 14 of the total population 
of the continental United States. The 
use and treatment of this land, the plan- 
ning of the public utilities, the control 
of private construction in the interest of 
the public, affecting a present population 
of 30,000,000 and a possible future 
population of double or triple that num- 
ber, must be of vast importance to the 
people who live in the region and to the 
people of the entire United States, so far 
as our general efficiency in work and 
comfort in living conditions are con- 
cerned. 


7 SHE American Civic Association 


What is Regional Planning? 


When we talk of regional planning, we 
are dealing with terms that need defini- 
tion. In the first place, perhaps, we 
should state what we mean by regional 
planning, as distinguished from city, 
town or local planning. A comprehen- 
sive city plan would cover comprehen- 
sive zoning, street plan and treatment, 
local parks, playgrounds and open spaces, 
location of civic center and principal 
public buildings, location, relocation or 
rearrangement of passenger and freight 
stations and yards with routes of en- 
trance into the city, together with dis- 
tributing systems for water, sewer, gas, 
telephone, electric light and other utili- 
ties. A metropolitan district or regional 
plan might not be much concerned with 


the allocation of specific areas to residen- 
tial, commercial and industrial purposes, 
not at all concerned with small local 
streets, parks and playgrounds, but very 
much concerned and affected by the 
route and width of arterial highways, 
entrances by rail and water, the hooking 
up of water supplies, arterial drainage 
systems and possible cooperative use of 
other utilities. 

Indeed, the first official regional plan- 
ning in a metropolitan district came 
through common needs for sewage dis- 
posal. As early as 1889 a Metropolitan 
Sewerage Commission was created for 18 
towns in Massachusetts, including Bos- 
ton, Cambridge and other towns in the 
vicinity. In 1893 a Metropolitan Park 
Commission was created and in 1895 a 
Metropolitan Water Act provided for 
the “business enterprise of supplying 
water at cost to Boston and the neigh- 
boring towns and cities.” In 1go1 the 
Sewerage Commission and the Water 
Board joined with the Park Commission 
to form the Metropolitan District Com- 
mission with jurisdiction over 38 cities 
and towns. The Metropolitan Park 
System which has been created in the 36 
years since its first authorization has 
attracted nation-wide, if not world-wide, 
attention. 

Regional planning in a metropolitan 
district, therefore, would cover coopera- 
tion between all the planning agencies 
within the district with the purpose of 
articulating their local plans. Regional 
planning is greatly hampered where 
local planning agencies do not cover the 
entire area. In New England, the town 
system provides a simple process of co- 
operation, both in making plans and in 
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dealing with the public authorities who 
must carry them out. In the West and 
South the existing forms of government 
are not so easily brought into coopera- 
tive effectiveness except where the county 
can be used as a vehicle for regional 
planning. Regional planning should 
also provide key or master plans which 
serve distinctly the entire region. The 
relationship between regional and local 
planning agencies is reciprocal. Not 
only should the route of a metropolitan 
highway or parkway be determined from 
the point of view of the region as a whole 
but the local plans should be brought 
into conformity or proper relation to the 
regional plan. The selection of regional 
routes is bound to modify local plans. 
The use of land along a main arterial 
highway is influenced by the character 
and volume of traffic on that highway. 
Local zoning of such land would be 
quite different along such a highway 
and along a scenic regional parkway. 


What is a Region? 


Up to the present time most of the re- 
gional planning progress has been made 
in urban regions or metropolitan dis- 
tricts, dominated by a central city of 
considerable size. We realize that a re- 
gion with common interests in many re- 
gards might be set up in industrial 
valleys containing mill towns and vil- 
lages with no large city to take the lead- 
ership. There are also agricultural and 
mining regions for which there are not 
yet adequate planning agencies. Mr. 
Martin Dodge in the National Munici- 
pal Review for July, 1927, defines a 
metropolitan district as an area “within 
which the conditions of manufacturing, 
trade, transportation, labor and living— 
in brief, the daily economic and social 
life—are predominantly influenced by 
the central city.” But such a definition 
is a good deal like the old prescription 


for catching a bird by putting salt on its 
tail—true enough, but difficult to a- 
chieve. Try to draw the boundaries of 
any such district on the map and see how 
many different lines would result from 
applying different tests. 

In a discussion of this subject at the 
First Traveling Annual Meeting of the 
American Civic Association in Boston, 
it was made clear that the boundaries 
of regions set up for different purposes 
in the same section would seldom coin- 
cide. The region for the water supply 
may extend across barriers which would 
not define a logical region for transit or 
park purposes. If we are planning for 
the disposal of waters within a given 
watershed area, we can define such a 
region with reasonable precision. But 
the region which we might set up for 
motor delivery from retail stores would 
undoubtedly be different in size and 
shape. 

The Bureau of the Census is collecting 
maps from cities having more than 50,- 
000 people, outlining various areas, such 
as the area of daily commuting, the area 
of retail store delivery, the area served 
by electric light and power from the cen- 
tral city, the area served from the water 
supply system, and finally the area 
which, having regard for all factors, 
should be considered as constituting the 
metropolitan district for any city. Per- 
haps composite regions may thus be set 
up. The boundaries which are drawn 
around the New York region by the 
Committee were designed to include the 
“whole urban region which is economi- 
cally and socially related to the port of 
New York,” but whether the Bureau of 
the Census will accept these boundaries 
remains to be seen. 

We cannot escape some degree of 
flexibility in the use of the term region, 
even when it applies to metropolitan 
districts, and particularly when it ap- 
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plies to other types. The boundaries 
set up in this generation may not apply 
to living and working conditions and 
transit and transport in the next genera- 
tion. We can set up a good hypothesis 
for determining the area of a region for 
immediate procedure but we must be 
prepared to revise our ideas as improved 
methods of transport and circulation 
open wider possibilities for comfortable 
occupation of metropolitan areas. 


Size of the 14 Regions 


Practically all of the 14 regions from 
which information was secured by the 
American Civic Association were domi- 
nated by a large city. They might be 
known as metropolitan districts were it 
not for the fact that the increasing res- 
pect for the independence of satellite 
towns and a growing knowledge of psy- 
chology have induced leaders in regional 
planning to set up machinery for their 
associations and commissions which will 
place the planning of the regions on a 
truly cooperative basis. The area and 
population of the 14 regions is reported 
in Table I. 

Examination of Table I shows that 
the regions determined by the regional 
planning bodies seem to have very little 
relation to present population, and it is 
doubtful if any of the gauges proposed 
by the Census Bureau have been applied 
to all of these 14 regions to arrive at the 
area to be considered. More than likely 
political boundaries have had their in- 
fluence in the cases where the regional 
planning bodies are organized under 
county government. In the most popu- 
lous regions the average density runs 
lower than in some of the smaller dis- 
tricts where a larger outlying area has 
been included in the planning studies. 


Type of Planning Body 
Of the 14 regions studied, nine have 


official regional planning bodies, that is, 
the planning commissions are set up by 
law and composed in whole or in part of 
public officials. These are Boston, De- 
troit, Los Angeles, Milwaukee, Niagara 
Frontier, Onondaga County, Santa Bar- 
bara County, Lucas County and Wash- 
ington, D. C. The Chicago Region is 
served by a planning association, the 
Philadelphia Tri-State Region by an 
unofficial federation and the New York 
Region by a committee set up and fi- 
nanced by the Russell Sage foundation, 
which has just made its formal report. 
A voluntary planning association to 
serve the New York region is in process 
of organization to cooperate with the 
governmental authorities. 


Types of Plans 


Only four of the 14 regions report the 
preparation of comprehensive regional 
plans: Los Angeles, New York, Philadel- 

















Taste I. Size, Poputation AND DENSITY OF 14 
REGIoNs 
Average 
Size Density 
Name a Sided one 
uare | Population uare 
Miles) Mile 
Boston Metropoli- 
tan District .... 400 | 2,000,000 5,000 
Chicago Region...| 8,000 | 5,000,000 625 
Cleveland Trans- 
portation Region} * 
Detroit Region ..| 749.16} 1,819,570 2,428 
Los Angeles Region] 4,115 | 2,271,151 552 
Milwaukee Region 240 700, 000 2,916 
New York Region | 5,528 | 10,000,000 1, 808 
Niagara Frontier 
Region......... 1,550 850,000 548 
Onondaga Region 
(Syracuse)...... 781 280,000 358 
Philadelphia Tri- 
State Region ...| 4,000 | 3,402,805 850 
St. Paul-Minne- 
apolis Region ..} 3,000 g00, 000 300 
Santa Barbara 
County Region .| 2,740 65,000 23 
Toledo Region 
(Lucas Co.) .... 40 400, 000 10,000 
Federal City Re- 
gion (Washington) 450 680,000 1,511 








*Area within a 80 to 40- mile radius. 
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phia and Washington. Of these the 
New York plan is complete, the Phila- 
delphia plan in course of preparation, 
the Washington plan nearing comple- 
tion, and the Los Angeles plan develop- 
ing under annual appropriations. The 
Boston Region reports planning covering 
metropolitan highways, rapid transit 
and parks. The Regional Planning As- 
sociation of Chicago reports that certain 
highway and park proposals have been 
carried out as recommended by the As- 
sociation, though this statement does 
not do justice to the fundamental 
studies of proportion between business 
frontage and population and population 
trends which have been carried on. In 
Cleveland the Chamber of Commerce 
has made a special study of transport 
with the cooperation of business firms in 
the city, and the Cleveland Highways 
Research Bureau in conjunction with the 
United States Bureau of Public Roads, 
Cuyahoga County and the cities and 
villages of the regional area is making a 
1o-year plan of new arterial highways, 
new structures, reconstruction of exist- 
ing structures, and railroad grade sepa- 
rations. In Detroit a regional master 
plan covering highways has been pre- 
pared and is now reported to be sub- 
stantially realized. 

In Milwaukee County the Regional 
Planning Department deals with major 
highways, parkways, parks, platting and 
zoning. Zoning has been carried out, a 
topographical survey made, platting 
layouts for 20,000 acres, and plans made 
for county highways, streets and park- 
ways. In the Niagara Frontier Region 
maps have been prepared to show ex- 
isting conditions of highways, parks, 
transportation, water supply, and sewage 
disposal. In Onondaga County the base 
map of the County has been prepared 
and special studies are now being con- 
ducted. In Philadelphia most of the 


research work and surveys have been 
completed, including 30 diagrammatic 
maps and Io reports and bulletins. The 
Minneapolis-St. Paul Region is in the 
educational stage so far as planning is 
concerned, but a base map on a scale of 
one mile for 500 feet has been prepared 
as the first step. In Santa Barbara 
County, a zoning plan for the urban area 
of the County is in final stages. Proced- 
ure for control of subdivisions has also 
been legalized in accordance with the 
California Act. In Lucas County (To- 
ledo) a report on major highways and 
parkways has been prepared, the major 
highway report has been adopted and is 
on record for county road width. 

In the Washington Region, there are 
in addition to the National Capital Park 
and Planning Commission, set up by 
Congress to prepare, develop and main- 
tain a comprehensive, consistent and 
coordinated plan for the National Capi- 
tal and its environs, the Maryland Na- 
tional Capital Park and Planning Con- 
mission, with definite planning powers 
and appropriations, and the Virginia 
National Capital Park and Planning 
Commission. Regional park and _high- 
way plans have been prepared by the 
National Capital Park and Planning 
Commission. Park proposals and high- 
way construction are being carried out 
according to the recommendations of the 
Planning Commission. In Maryland 
where the cooperating Planning Com- 
mission has authority to plan, zone, 
control subdivisions, acquire park land 
within 141 square miles in Maryland 
adjacent to the District of Columbia, 
and put zoning into effect, good progress 
has already been made. 


Cost of Planning 


So much for the machinery and prog- 
ress of the 14 regions. It must be obvi- 
ous that with such differences in area 
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covered, in powers conferred, in progress 
achieved, and population included, as- 
sessment of costs is most difficult. In 
some cases work has been secured from 
existing official and unofficial groups the 
cost of which cannot be computed. 
From the 14 reports received it would 
appear that about $2,000,000 has been 
or will be expended in making regional 
plans for the 25,000 square miles. But 
it must be remembered that only four of 
these cover comprehensive regional plans. 
In other places the work is being carried 
on from annual appropriations, some of 
them very small. By the time the 14 
comprehensive plans are completed con- 
siderably more money will have been 
expended. 

The costs in the four regions preparing 
comprehensive regional plans are $800,- 
coo for the very thorough surveys and 
plans, now completed, for the New York 
Region; about $90,000 for the surveys 
and plans so far completed for Washing- 
ton and environs; a budget of $500,000 
estimated for the next three years’ work 
in the Philadelphia Tri-State Region, 
with $100,000 already expended; and an 
annual budget of $50,000 being expended 
in the Los Angeles Region. 

Since the Regional Plan of New York 
and its Environs is the only one which is 
now complete, no comparison of costs 
can yet be made. Perhaps, however, we 
may examine into what the Committee 
on the Regional Plan of New York and 
its environs has produced with its $800,- 
ooo. The New York Committee was 
headed, first by Mr. Charles G. Norton, 
and after his death by Mr. Frederic A. 
Delano, both connected with the historic 
Plan of Chicago prepared by Daniel H. 
Burnham over 20 years ago. Service on 
the Committee which directed the under- 
taking was voluntary. The money was 
expended for making surveys and plans 
and in publishing a series of reports. 


The Regional Plan for New York may 
be said to be the first comprehensive, 
coordinated regional plan to be com- 
pleted in the United States. It was 
necessary, therefore, for the Committee 
to approach the problem with minds un- 
biased by the piecemeal planning, how- 
ever admirable, which had been carried 
on in other regions. The Committee of 
necessity limited its field studies to those 
matters which had direct bearing on the 
mapping of a graphic regional plan deal- 
ing with tangible proposals for improv- 
ing physical conditions, according to the 
statement of Thomas Adams, General 
Director of Plans and Surveys. But for 
all this limitation, the studies relating to 
population distribution, industrial lo- 
cations and relationships, land values, 
traffic, transit and transport are far more 
detailed than we have yet seen in other 
regions. 

The conclusions of the Committee are 
being presented in 12 large-paged vol- 
umes, Io of the volumes covering the 
principal studies as a basis for the plan- 
ning and two presenting in text, maps 
and diagrams the conclusions and pro- 
posals developed as a result of the sur- 
vey. The 10 volumes deal with the 
major economic factors in the New York 
metropolitan region; the trends and ten- 
dencies in the assignment of areas of ac- 
tivity in leading industries; detailed 
studies of the most important fabri- 
cating industries and of activities con- 
nected with wholesale markets, retail 
shopping and finance; distribution of 
population; land values; highway traffic; 
transit and transport; port and indus- 
trial areas; public recreation, including 
studies of the growth, extent and dis- 
tribution of public open spaces; neigh- 
borhood communities and development 
of new towns; the uses of buildings and 
spaces about them, including zoning and 
housing; sunlight in urban areas; plan- 
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ning and development of unbuilt land; 
economics of land subdivision; rights in 
land under water; the maintenance of 
the integrity of the street plan; and 
public services and sanitation. The 
Plan volumes will cover an historical 
summary; an analysis of the general in- 
fluence and trends of urban expansion, 
and of the mechanics and application of 
planning; a review of functions, circula- 
tion and planning methods; a statement 
of principles and standards to govern 
city and local planning; a‘series of archi- 
tectural studies and proposals for treat- 
ment of important concrete problems; 
and an atlas and description of the Re- 
gional Plan dealing comprehensively 
with the utilization of land and circu- 
lation in its various forms. Such is the 
promise in the preface to the series. 

Some of the work within the New 
York Region will be helpful to other 
regions and may not need to be repeated. 
Other regional planning commissions 
may, on the other hand, desire to make 
similar studies regarding the existing 
conditions and trends within their re- 
gions. 

The fact that the Regional Plan of 
New York has cost more than the 
amount of money expended in any other 
region is probably the result of several 
considerations: (1) No other region has 
presented a complete, comprehensive 
plan; (2) completion of the plan was 
not dependent on public appropriations 
but came from the Russell Sage Founda- 
tion whose directors were convinced of 
the need for the Regional Plan; (3) 
pioneer studies were necessary; and (4) 
the region contains the largest popula- 
tion of any in the United States, com- 
prising nearly }{, of our entire conti- 
nental population. 

In the “Economic Argument for Re- 
gional Planning,” contained in Volume I 
of the New York series, Mr. Norton is 


quoted as saying that in Chicago it was 
found that upon public improvements, 
wrongly planned because no one had 
looked ahead and which were later de- 
stroyed and replaced, the city had spent 
between 1871 and 1908 no less than 
$22 5,000,000. 

In the New York Region there has 
been regional planning within regional 
planning—a sort of play within a play— 
in the case of Westchester County. 
Here in the last six years a remarkable 
county park system has been developed, 
involving, according to Jay Downer, 
Chief Engineer of the Westchester Coun- 
ty Park Commission, a capital outlay in 
appropriations of about $55,000,000. 
But, says Mr. Downer, “Through the 
creation of new property values which 
have increased the County’s total as- 
sessed valuation of taxable property 
from $788,029,026 at the end of 1923 to 
to $1,500,498,473 at the end of 1928, or 
practically doubled, the park program 
is easily carrying the cost of capital in- 
vestment.” In view of the fact that the 
Westchester County Park Commission 
charges fees for service which cover the 
cost of operation, the investment in the 
Westchester park and parkway projects 
resulting from sound planning, would 
certainly be taken into account by any 
conservative bank in the country for 
commercial loans. 

But the question here is: How far did 
the expenditure of the $800,000 on the 
Regional Plan of New York contribute 
to the Westchester County project? 
The cost of such a regional plan may be 
considered as a sort of overhead expense 
on the part of a holding company. No 
arbitrary plan of distributing such over- 
head expenses would reflect the facts. 
On an outlay of $55,000,000, it is not 
probable that more than Ko of 1% 
of the cost of the regional plan could be 
allocated to studies or advice concerning 
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the Westchester County Park system as 
a regional project. 

In the end it is probably wise to call 
any regional planning expense an indis- 
pensable overhead and stop there. Act- 
ual projects of improvements, under any 
sort of planning, are carried out by au- 
thorities charged with that responsibility 
—boards of estimate, municipal de- 
partments, village trustees, county com- 
missioners, state officials. Planning 
bodies are seldom charged with the re- 
sponsibility of putting their plans into 
effect. In the case of the National Capi- 
tal Park and Planning Commission in 
Washington, the Commission existed 
as a park-purchase commission before it 
was charged with general planning pow- 
ers and, therefore, in the acquirement of 
park areas, the Commission carries out 
its own plans within the limitations of 
annual appropriations by Congress. But 
this is an exception to the rule. 

The large expenditures of public 
money are made for improvement pro- 
jects—new roads, street widening, parks, 
playgrounds, civic centers, public build- 
ings, bridges and other facilities. Regi- 
onal planning costs but a fraction of the 
actual purchase of land or construction 
of utilities in putting the plan into effect. 
The crux of the matter lies in the cost of 
not planning. 

In the New York region $800,000 has 
been spent to prepare a technical master 
plan. Billions will be spent in public 
projects within the region, and these will 
either be in conformity with the plan or 
out of relation with it. Who can doubt 
that these vast sums of money will be 
spent to better advantage because of the 
regional plan? Public opinion can and 
probably will force most of the major 
purchase and construction projects with- 
in the New York Region to conform to 
the plan. Without a master plan, two 
alternatives would be presented: (1) To 


spend a disproportionate amount of 
money in making piecemeal plans within 
the region, trying to guess how they 
would fit with other future projects; or 
(2) to proceed with no plan at all beyond 
that for the immediate project, possibly 
to find in a few years that the entire ex- 
penditure was wasted and that a new 
project must be undertaken to serve the 
needs which were not foreseen. 

Regional planning is in its infancy. 
But it is now very generally recognized 
that from 70,000,000 to 75,000,000 ad- 
ditional people will be living in urban 
regions in the United States by the year 
2000. In an economic summary, pre- 
pared under the auspices of the Federat- 
ed Societies on Planning and Parks, un- 
der the title, “What About the Year 
2000?”, prediction is made that our 
rural population will not increase much 
and that by the year 2000, out of a 
possible national population of 185,- 
000,000 probably 150,000,000 will be 
living in towns or in urban regions. 
Separate city and town plans for areas 
within their limits cannot provide effici- 
ently for the articulation between ad- 
joining local plans. As for achieving 
master regional plans, mere cooperation 
will not suffice. Cooperation and under- 
standing are needed to carry out regional 
plans and undoubtedly cooperation and 
consultation are needed in their prepara- 
tion. But the designing of highways, 
parkways and parks to serve the present 
and future populations to the best ad- 
vantage, as well as the zoning of areas 
outside of incorporated towns and cities, 
are highly technical matters and need 
the services of technical men, looking at 
the problem as a whole, uninfluenced by 
the special interests of one community 
or another. 

Let us not scrimp on the overhead re- 
gional planning expenditure which, if 
wisely expended, should prevent expen- 
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sive mistakes and wastes and which 
should stimulate local governments with- 
in the region to join in projects too vast 
to be possible for a single town. It is 
true that we have not yet found entirely 
acceptable machinery, which is adapted 
to conditions in all parts of the country, 
for carrying out regional plans. But if 
the regional plan is well conceived, 
graphically presented and kept before 
the people, the chances are that local 
governmental authorities will accept the 
recommendations contained in the plan 
for the succeeding projects as they be- 
come necessary or desirable. Who can 
suppose that the 12 volumes of the Regi- 
onal Plan of New York and its environs 
will not serve as the guide within the re- 
gion for all major projects of the present 
generation? 

If conditions change, the people will 
understand that the plans should be 
modified. But it is not to be supposed 
that, with the plans and specifications 


all laid out for a region which may have 
a population of 27,000,000 people by the 
end of the century, the people will per- 
mit their public officials to depart seri- 
ously from the plan. If this assumption 
proves true, the $800,000 expended for 
surveys and plans presented in 1929, 
will constitute a bargain for the entire 
area. The fact that the money was a 
gift to the community does not in any 
way lessen the intrinsic value of the 
plans to the people of the region. 

And so in every one of the regions 
where money is being spent to prepare 
a comprehensive plan, if the plans are 
good and based on sound technical ad- 
vice, the investment will be a good one 
and will constitute an infinitesimal per- 
centage of the money which in any case 
will be invested in public improvements 
during a single generation. Sound re- 
gional planning, kept up to date, is a cheap 
form of insurance against major errors 
and waste. 
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FINDING A BASE-YEAR FOR THE STUDY OF 


URBAN PROBLEMS 
By HELEN C. MONCHOW 


past experience as a basis for 

future policy is to gather facts 
over as long a period as possible. The 
longer and more continuous the succes- 
sion of facts the better the foundation 
is considered to be. In dealing with 
some problems, particularly those his- 
torical and descriptive in character, 
this procedure may be justified and may 
even strengthen the case. But this is 
not always true. The problem to be 
solved should be examined carefully to 
determine whether facts from the earli- 
est period may not distort the picture 
and so furnish an unsound basis on 
which to build for the future. 

Such a problem is encountered in any 
study of land utilization which has as its 
purpose the drafting of a plan for future 
action on the basis of past facts. Are 
data on land utilization—the number 
of lots recorded, to cite an actual case— 
as far back as 1830 or 1840 significant in 
estimating future needs? Or were con- 
ditions then so different from those pre- 
vailing in the urban land market today 
that inclusion of such data would in- 
validate the forecasts? In other words, 
quantitative data for the determination 
of future policies with respect to any 
urban problem should be taken only 
from a period in which conditions fairly 
comparable to those in the city of today 
have obtained. Hence, what may be re- 
garded as a reasonable date of origin of 
the “20th century city.”? 


: tendency in collecting data on 





1 The adjective “2oth century” is used, instead of the 
phrase “modern city,” because of the generally loose use 
of the term “modern,” on the one hand, and its tech- 
nical meaning in historical science, on the other. In 


Like all attempts to place precise 
dates for the beginning or ending of 
social movements or economic pheno- 
mena, the answer to this question can 
be only approximate. Two factors in 
particular make dating the emergence 
of the 20th century American city dif- 
ficult: the time factor and the size 
factor. The time element is a compli- 
cating influence because of the gradual 
settlement of the United States. Cities 
have grown up in the wake of the suc- 
cessive waves of settlement which have 
swept across the country. The injustice, 
therefore, of comparing the urban status 
of Philadelphia with that of Cincinnati, 
or St. Louis with Omaha, at a given time, 
is obvious. 

In one sense the size factor may be re- 
garded as a corollary of the time ele- 
ment. Differences in size, arising out of 
differences in age, complicate compari- 
sons of American cities. Furthermore, 
the census definition of a city as a popu- 
lation group numbering 2,500 does not 
satisfy the prevailing concept of a city. 
On the other hand, precaution must be 
taken against considering as cities only 
the metropolitan centers. Between these 
two extremes lie many urban communi- 
ties of varying sizes which tally with the 
current idea of what a city is. But the 
size of urban centers is not the major 
concern here, for size is not an adequate 
measure. More important for the 
problem at hand are the characteristics 
of acity. Examination of urban charac- 





the latter sense, of course, everything American is 
“modern.” Hence, the phrase “2oth century” seems 
more accurate, particularly since only Americn condi- 
tions are under discussion here. 








312 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


teristics and functions cuts across the 
time and size factors and gives a much 
more usable measure of urban stature. 
What then are the characteristics of the 
20th century American city? What are 
the conditions which caused its rise and 
when did these conditions appear and 
begin to exert their influence on city 
functions and structure? 

The city of 1920 differs from cities of 
previous eras in three main particulars: 
(1) the development of certain econom- 
ic activities along new and special- 
ized lines as distinctly urban functions; 
(2) growth and expansion of public 
utility services; and (3) specialization 
of land uses. This does not mean that 
these conditions were completely absent 
in urban centers before 1900. The con- 
tention is rather that these three charac- 
teristics of the 20th century city are the 
product of, or were at least stimulated 
by, a striking series of changes which took 
place largely in the decade 1880 to 1890? 
and which suggest the former date as a 
turning point in urban growth and de- 
velopment. 

These changes are of various sorts— 
functional, technological,’ legal, govern- 
mental—and might be treated under 
such headings. But the three-part 
classification suggested seems more use- 


2 Certain items included in this resumé may have 
appeared prior to 1880 while their actual influence may 
date from the period in question; or other items might 
have originated in this decade but not become effective 
until a later date. In spite of this elasticity which makes 
selection of a specific year more or less arbitrary, 1880 
has been chosen as marking a new era in urban history. 


%In the discussion which follows the technological 
factors may seem to be accorded too prominent a place. 
Particularly may this accusation be levied against the 
second section which describes the evolution of public 
utility services. This is in part the result of the very 
great importance of public utilities to city growth and 
the fact that in the writer’s scheme of organization these 
basic industries are contributing factors in each of the 
separate phases of urban development. Furthermore, 
technological developments lend themselves con- 
veniently to chronological treatment. 


ful because it shows the interaction of the 
separate kinds of change. Two further 
qualifications may be mentioned. Ap- 
plication of this suggested date may not 
be possible for all cities. Local condi- 
tions will, of course, dictate whether 
1880 is a logical choice. The investiga- 
tors of “Middletown,” for example, 
chose 1890 as the base year.‘ Finally, 
the following recital of events and de- 
velopments is not intended to be ex- 
haustive. It is designed merely to point 
out certain changes which have so in- 
fluenced the economic life of cities as to 
justify limiting the collection of histori- 
cal data to be used in formulating fu- 
ture policies. 


I. Specialization in Urban Functions 


In general, it may be said that cities 
of previous eras were the source of sup- 
plies for their surrounding areas and 
were in turn supplied by them. They 
were the centers of relatively small, 
self-sufficient areas. Cities still are dis- 
tributing centers for their respective 
regions but today the tendency is away 
from urban self-sufficiency and toward 
specialization. In short, cities are now 
usually engaged in (1) large-scale pro- 
duction along specialized lines and de- 
pend upon (2) improved storage and 


4“The further device has, therefore, been adopted 
in this investigation wherever the data available per- 
mitted, of using as a groundwork for the observed be- 
havior of today the reconstructed and in so far as pos- 
sible equally objectively observed behavior of 1890. 
The year 1890 was selected as the base-line against 
which to project the culture of today because of greater 
availability of data from that year onward and because 
not until the end of 1886 was natural gas struck in the 
city under study and the boom begun which was to trans- 
form the placid county-seat during the nineties into a 
manufacturing city. This narrow strip of thirty-five 
years comprehends for hundreds of American com- 
munities the industrial revolution that has descended 
upon villages and towns, metamorphosing them into a 
thing of Rotary Clubs, central trade councils, and 
Chamber of Commerce contests for ‘bigger and better 
cities.’”” Roberc S. and Helen Merrell Lynd, Middle- 
town, (New York: Harcourt, Brace & Co., 1929), p. 5). 








of the 
irther 


yY not 
ondi- 
ether 
stiga- 
mple, 
ally, 
1 de- 
2 eX. 
point 
O in- 
as to 
stori- 
x fu- 








THE STUDY OF URBAN PROBLEMS 313 


transportation facilities and (3) the 
highly developed marketing machinery 
of today to distribute their local surplus 
and bring them in turn the things which 
they do not produce at home. 

Growth of Large-Scale Production. The 
tremendous spurt in industrial activity 
in the United States which occurred 
toward the close of the last century is 
a well-known fact. But of particular 
interest here is the very marked upward 
trend of industry in the year 1880,° as 
shown by the increase in number of in- 
dustrial establishments, number of wage 
earners, and value of product. This up- 
ward swing of the curves measuring 
industrial activity was the culmination, 
in part, of events of the period 1850 to 
1870 when the “invention of technical 
improvements was increasing at the 
fastest rate,’ as indicated by the tre- 
mendous rise in the number of patents 
and designs issued. 

Another characteristic of the period 
is the steady increase in size of industrial 
establishments, as shown by an increase 
in the number of wage earners and in 
value of product per establishment.’ 

The trend toward larger establish- 
ments is also seen in the great increase of 
primary horsepower used by manufac- 
turing industries between 1869 and 1899, 
especially in the last of these decades. 
The tremendous spurt between 1889 and 
1899 is, of course, largely the result of 
the new use of electric power, although 
consumption of power from steam en- 
gines and turbines increased over 75% 
during this decade. The influence of 
the central station electric industry, 
which dates from 1882, is reflected in 





5 See “Integration of Industrial Operations,” Census 
Monograph III, (Bureau of the Census, 1924), p. 29. 

6 Ibid., p. 25. 

7 Ibid., pp. 28 and 31, respectively. But neither of 
these measures is satisfactory because of increased 
productivity per wage earner, on the one hand, and 


the more than thirtyfold increase in 
electric horsepower operated between 
1889 and 1899. In so far as this greater 
consumption of primary power denotes 
greater capital investment, it may be 
regarded as reflecting, in some measure 
at least, larger establishments and pos- 
sibly an increased use of the corporate 
form of organization in order to secure 
the necessary capital.® 

The ramifications of large-scale pro- 
duction are too numerous to be treated 
here. It will suffice to date this very 
marked development as a phenomenon 
of the last 50 years, resulting from ex- 
tremely rapid and significant tech- 
nological changes, and to point out its 
importance for urban development. The 
generalization will hold in most instances 
that industrial development and urban 
growth go hand in hand. Its effect on 
urban growth is largely through the 
channel of labor supply. The presence 
of a labor supply skilled in a given field 
is a signal for other producers of the same 
product to locate nearby and thus have 
access to that supply. From the point 
of view of specialization of activity 
large-scale production is of itself very 
highly specialized and calls to its vicin- 
ity certain other very specialized ac- 
tivities of a complementary or supple- 
mentary nature which in turn accelerate 
urban growth. Finally, the relation of 
large-scale production to city structure 
comes through its effect on specializa- 
tion of land uses, as a result of its de- 
pendence on transport and its detri- 
mental effect on other land uses. 

‘Warehousing Development. A necessary 
accompaniment of this tremendously 





changes in the value of the dollar, on the other. The 
data are still further invalidated by inclusion of estab- 
lishments “of productive industry” regardless of 
whether they are producing “for the general market.” 

8 Data on the use of the corporate form of organiza- 
tion as an index of large-scale production are not avail- 
able until the Census of 1905. 
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increased production has been the de- 
velopment of storage facilities as a link 
in the process of distributing these sur- 
pluses in larger or smaller quantities 
when and where needed. The warehouse 
industry itself experienced very con- 
siderable change and progress during the 
last decades of the 19th century. In its 
early stages it had been a by-product of 
the railroad industry but after the Civil 
War warehousing started to separate it- 
self from railroading, slowly at first be- 
cause the railroads held the advantage in 
being able to offer special storage privi- 
leges to certain favored shippers. The 
independent warehouse companies, how- 
ever, secured separation of the ware- 
house and railroad functions as a result 
of an investigation by the Interstate 
Commerce Commission®. This marked 
the beginning of progressin the industry, 
particularly along the lines of specializa- 
tion. Grain storage was first to split off, 
then the cold storage industry. The 
latter had received impetus from the 
invention of the ammonia-absorption 
process (1860) which had come into very 
general use by 1890. The warehouse in- 
dustry was aided also by further de- 
velopment of the law of bailments, which 
clarified the rights and duties of the 
shipper, the warehouseman, and the con- 
signee. Laws regarding warehouse re- 
ceipts and bills of lading culminated in 
the Uniform Warehouse Receipts Act 
of 1916 and the Federal Bill of Lading 
Act of the same year. Facilitation of the 
movement and storage of large quanti- 
ties, both of manufactured and raw ma- 
terials, contributed to the development 
of specialized, large-scale production. 
The warehouse industry is but one 
link, however, in the chain of the dis- 


°H. A. Haring, Warehousing, (New York: Ronald 
Press Co., 1925), pp. 9 and 13. An interesting aspect of 
this separation was the fact that it was the result in 
part of the organized efforts of the independent ware- 
housemen. The movement toward association of the 
members of separate trades and industries for promo- 


tributive process. Warehouses bring 
with them a whole group of activities 
which profit by location near the storage 
sites. Thus central markets, whole- 
salers’ and jobbers’ markets, brokerage 
offices, manufacturers’ branch offices, 
inspection headquarters, and organiza- 
tions developed especially to handle the 
financing of commercial transactions all 
find it convenient to locate as near as 
possible to one another and to the 
initial point of distribution. Each one 
of these functions has become a highly 
specialized activity, which finds its best 
opportunities in urban areas. Many of 
them have undergone very considerable 
changes in the last 40 or 50 years, which 
are no doubt of great significance for 
the development of urban functions. 
However, a brief description of certain 
changes in retailing will illustrate both 
the nature and scope of the transition 
to 20th century marketing methods. 

Changes in Marketing Machinery. A 
third type of specialization in urban 
functions is the expansion in the late 
Igth century of trade and commerce. 
One evidence of greater trade activity 
is the increased cost of distribution. 
According to one writer, “in the fifty 
years between 1870 and 1920, the cost 
of distributing the necessities and lux- 
uries which we consume has nearly 
trebled, while the cost of producing 
them has been reduced by more than 
one-fifth.”?° The great increase in vol- 
ume of manufactures, as a result of im- 
proved technique, has caused increased 
competition for markets and thus a 
greater cost of distribution. Further 
evidence is adduced from the steadily 
increasing numbers of people engaged in 
distributive activities.” 


tional or protective purposes has experienced rapid 
growth and greatly increased influence in the period 
since 1880. 

10 Ralph Borsodi, The Distribution Age (New York: 
Appleton Co., 1927), p. v. 

11 [bid., p. 12. 
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Three types of commercial activity 
which are strictly urban and which be- 
long to the period since 1880 are the 
large department store, the mail order 
house and the chain store. The precise 
origin of the department store is not 
known but most writers are agreed that 
it is a phenomenon of the last 50 years. 
John Wanamaker, who is generally re- 
garded as one of the pioneers in this 
field, started his department store in 
Philadelphia in 1876 and his New York 
branch in 1896. The mail order house 
too is a product of the last half-century. 
Montgomery Ward and Company started 
business in 1872 in Chicago and was 
followed soon by other concerns. The 
growth of this type of retailing was 
greatly stimulated by the advent of the 
parcel post delivery (1912). Finally, 
the chain store, which has had a par- 
ticularly striking growth in the last 15 or 
20 years, really got its start toward the 
end of the 19th century and enjoyed 
a period of rapid expansion in the 
eighties.!? 

These changes in the methods of re- 
tailing were accompanied by equally 
important changes in the field of credit. 
The evolution of endorsed accommoda- 
tion paper and endorsed trade paper 
reached its peak about 1880, after which 
came the development of the present 
open-account buying with discounts 
for cash and short-term payment.” 
This system of buying was accompanied 
by the development of the doctrine of 
“implied warranties” which tended to 
replace the caveat emptor philosophy. 
Responsibility for delivery came to 
rest on the seller instead of the buyer." 
Another companion of open-account 
buying was the mercantile credit agency 
and finally about 1890 credit depart- 

2 Fred E. Clark, Principles of Marketing, (New York: 
Macmillan Co., 1922), p. 218. 


%C. A. Phillips, Bank Credit, (New York: Macmillan 
Co., 1920), p. 125. 


ments in banks. The establishment of 
these agencies took from the traveling 
salesman what had been one of his 
major functions, that of ascertaining the 
financial condition of his customers. 
The result of these changes was speciali- 
zation of the financial function in mar- 
keting. The credit information agency 
and the financial agency both emerged 
as a result of greater independence of 
the buyer from the seller. 

For summary purposes, these three 
functions—mass production, storage and 
other middleman functions, and _ re- 
tailing—are conveniently epitomized in 
their significance for urban develop- 
ment in the history of the clothing in- 
dustry. Large-scale manufacture of 
clothing began to emerge after the Civil 
War. At first the cutting only was 
organized on a factory basis, for the 
actual making of the garments con- 
tinued for some time to be farmed out, 
and is still so handled in many instances 
and places. The manufacturer was thus 
designer, cutter, financier, and whole- 
saler. Frequently, however, a jobber 
took over the process of financing and 
holding the garments until purchased by 
the retailer. Finally, in the nineties 
came the so-called “inside” shop where 
all manufacturing processes were done 
under one roof. In this industry are 
clearly visible large-scale production, 
important functions performed by the 
middleman, particularly in contract- 
shop organization, and finally large- 
scale retailing, frequently by depart- 
ment stores. From the point of view of 
urban functions this industry furnishes 
an excellent example of specialization 
and the necessity for urban location, 
particularly of such middleman func- 


“4 The parallelism between this development and the 
evolution of the law of bailments is interesting. 

146 These agencies had been established early but were 
only becoming effective toward the end of the 19th cen- 


tury. 
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tions as financing, jobbing, and con- 
tract work. 


IT. Expansion of Public Utility Services 


The second major difference which 
distinguishes the city of 1920 from the 
pre-Civil War city, for example, is that 
in the earlier period many of the func- 
tions which are now performed by the 
municipality or by private companies 
were the responsibility of the individual 
to supply for himself. He not only re- 
lied on his own means of transportation 
to a very large extent, but he secured 
his own water supply, furnished the 
means for lighting his own home and in 
some instances had to supply his share 
of the street lighting, and depended on 
the post or personal visits for communi- 
cation. 

Perhaps the most important of these 
services which emerged from the realm 
of individual domination was mass 
transportation, which experienced its 
major development in the late eighties. 
Railroad construction, of course, ante- 
dated 1880 by several decades but its 
benefits cannot be said to have accrued 
until after the Civil War. Furthermore, 
the use of rail transport was greatly 
stimulated by many important im- 
provements in railway equipment which 
were perfected and put into operation 
during the period 1860 to 1890. The 
Bessemer steel rail, electric signal sys- 
tems, mechanical loading devices and 
the adaptation of the four-wheeled truck 
to car construction were developments 
of the early part of this period. In 1872 
came the Westinghouse airbrake and in 
the following year the automatic coupler 
was patented. The first refrigerator 
car was used in 1871 and the first stock 
car 10 years later. Pullman cars were 





16 Saratoga Springs, New York, 1883; Cleveland and 
Kansas City, 1884; and Appleton, Wisconsin, shortly 
thereafter. 


an earlier invention (1867) and all- 
steel cars a later development (1894), 
The sum total of these improvements 
increased the speed of transport with 
better control, facilitated the handling 
of a much larger volume of both freight 
and passenger traffic, and made possible 
the transportation of food products 
over long distances. These develop- 
ments were especially important for 
intercity communication. 

Intra-city mass transportation be- 
longs almost exclusively to the period 
since 1880. Of course, horse cars had 
been in use since early in the Igth 
century and cable cars antedated the 
electric railway by several years. But 
these belong to a different cycle in the 
development of urban transportation 
and could never have attained the nec- 
essary capacity or efficiency to meet the 
demands of present-day urban traffic. 
Richmond, Virginia, is credited with the 
first electric railway system, established 
in 1888, although other cities had had 
short experimental lines before that 
date. Following these pioneers, the 
extension of electric surface lines was 
rapid!’ and at the turn of the century 
the transition from horse to electric 
power is said to have been practically 
complete. 

Another phase of the traction problem 
was the development of inter-urban 
service. This was of two kinds. Electric 
service, which was introduced about 
1894 or 1895, was competing with steam 
commutation trains by 1902. The 
latter type of service was already de- 
veloped to a considerable extent prior 
to 1880. In the region of Chicago, for 
example, reference was usually made to 





17 The report of the General Electric Company for 
the period 1893-9, shows a tremendous percentage in- 
crease in orders for railway equipment. (E. W. Byrn, 
Progress of Invention in the 19th Century (New York: 
Munn & Co., 1900), p. 61. 
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the commutation rates to suburbs where 
subdivisions were being boomed.!® 

The final transportation development 
was the appearance of the different forms 
of so-called rapid transit. In New York 
City the elevated railway appeared as 
early as 1878 but it was operated by 
steam. Not until 1901 did the third- 
rail type appear. New York also com- 
pleted the first subway in 1904. 

Development of other electric utili- 
ties has been almost as important in 
the evolution of the 20th century city 
as agencies of mass transportation. The 
first central electric station in New York 
in 1882 was of signal importance to in- 
dustry, as already mentioned, and to 
commercial and home use of electricity 
as well. Industrial use of electric power 
was greatly aided by two events of the 
decade 1880 to 1890. The steam turbine 
appeared in 1884, greatly increasing the 
efficiency of producing electricity, and 
in 1888 Tesla invented the alternating 
current generator which reduced pro- 
duction costs, as well as utilization costs 
to the consumer, and made electricity 
more easily applicable to industrial 
purposes. Commercial and domestic 
uses of electricity were furthered by the 
invention of the Brush arc lamp in 1878, 
which revolutionized street lighting, 
and the invention in the next year of 
the incandescent lamp. The use of 
electricity for lighting purposes (resi- 
dential, commercial, industrial, adver- 
tising and street purposes), for commer- 
cial and industrial power and heating, 
and for urban and inter-urban transit 
has raised the central station industry 
to the forefront of influences respon- 
sible for the 20th century city. Professor 





18 Everett Chamberlin, Chicago and Its Suburbs 
(Chicago: T. A. Hungerford & Co., 1873). Reference 
is made to the number of trains per day and annual 
commutation rates to Auburn, Austin, Hinsdale, 
Ravenswood, River Forest, Wilmette, Winnetka, etc. 


Glaeser says, “In truth, the central sta- 
tion represents the heart of modern 
city life.’’! 

The decade following 1880 also wit- 
nessed development of the telephone. 
The first local exchange was established 
in 1878 in New Haven and expansion of 
the industry began at once and at an 
enormously rapid rate. The American 
Bell Telephone Company was organized 
in 1880 under a special act of the Mas- 
sachusetts Legislature. At the close of 
the year 1880, 30,872 telephone sta- 
tions were in use in the United States; 
in 1890 this number had increased to 
211,503; and by 1900 to 676,733.” 
Professor Glaeser in commenting on the 
contribution of the telephone to the 
process of urbanization refers to it as an 
aid “‘in both the centralization and de- 
centralization of productive processes” .”! 

The gas industry, both manufactured 
and natural, had been fairly well de- 
veloped before the eighties. Manu- 
factured gas companies had been formed 
in Baltimore as early as 1816, in Boston 
in 1828, and the charter of the Chicago 
Gas Light and Coke Company dates 
from 1849, but street lighting was the 
major use to which their product was 
put. Some progress in the application of 
gas to home lighting was made between 
1865 and 1875 but the real advance in 
the industry dates from 1873. In that 
year the water gas process was developed 
which materially reduced production 
costs and was finally adopted by 1880 
even by the coal gas manufacturers 
with a consequent increase in the sales 
of gas. The next important develop- 
ments in the industry were the inventions 
in 1885 of the Welsbach mantle and of 


19 Martin G. Glaeser, Outlines of Public Utility Eco- 
nomics, (New York: Macmillan Co., 1927), p. 59- 

20 American Telephone and Telegraph Company, 
Report of the Board of Directors to the Stockholders 
for the Year 1927, (New York, 1928). 

21 Glaeser, op. cit., p. 77. 
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the instantaneous, automatic gas heater 
which gave impetus to the use of gas for 
lighting and heating. 

Water utilities had assumed relatively 
modern proportions by 1880, at least 
so far as adequacy of supply was con- 
cerned. Plumbing and sanitary devices 
developed much more slowly than pro- 
vision for water but the most important 
problem awaiting solution in the eighties 
was that of purification of the water 
supply. The dangers of typhoid fever 
threatened to defeat the growth of 
large cities which were not located near 
the oceans or other very large bodies of 
water. In 1883 or 1884, under the Mas- 
sachusetts State Board of Health, Hi- 
ram F. Mills and William T. Sedgwick 
discovered the secret of water purifica- 
tion and solved the problem of sewage 
disposal for large cities, which had been 
a limiting factor in their growth. 
“Modern sewage science has developed 
principally in the last half-century, 
coincident with a knowledge of sewage 
as a carrier of disease, particularly of 
typhoid fever, with the general use of 
baths and indoor toilet facilities, with 
the large industrial use of water, and 
with the paving of streets which has 
facilitated the run-off of rain and melt- 
ing snow.” 

The evolution of street paving, how- 
ever, has other implications than its 
usefulness in helping to solve drainage 
problems. American cities seem to have 
been very slow in surfacing their streets, 
and where steps were taken to improve 
them, cobblestones seem to have en- 
joyed an unusually long and unchal- 
lenged reign, for even the materials 
which are used today did not begin to 
appear until 1870. In that year the first 
asphalt pavement was laid in Newark 
and in the same year brick was used in 


2QLent D. Upson, Practice of Municipal Administra- 
tion, (New York: Century Co., 1926), p. 469. 


Charleston, West Virginia. Concrete 
made its appearance first as a base for 
street pavement about 1888 and soon 
after was used as a pavement. Emerg. 
ence of the science of street and highway 
design and construction belongs also to 
this period. In the decades immediately 
preceding 1880 attention had been 
focussed on railway transport problems 
to the neglect of road construction. 
Impetus was given to the interest in 
streets and roads, no doubt, by the 
bicycling enthusiasm of the eighties and 
nineties and before that influence had 
completely waned the automobile began 
to take its place as the standard bearer 
of the good-roads movement. The in- 
stallation of pipes, conduits, wires, 
tracks, lighting fixtures, etc., required 
by the utilities, also had an influence on 
street and road construction. 


The effects of these technological de- 
velopments can be touched upon here 
only in their relation to the other two 
characteristics of the 2oth century city, 
1.e. specialization of urban functions and 
specialization of land uses. The applica- 
tion of a new source of industrial power 
(electricity) and the perfection of an- 
other (gas) were, of course, immensely 
important stimuli to the growth of in- 
dustry, which in turn was a dominating 
factor in urban development. Facilita- 
tion of communication (telephone and 
telegraph) were of equal importance to 
progress and change in the marketing 
field. Together they have made it pos- 
sible for the retailer to carry a much 
smaller stock than he could when he had 
to depend on his semi-annual visits to 
the wholesaler or the visits to him of the 
drummer. Finally, transportation de- 
velopment is the red thread running 
through all these changes. The prime 
importance to industry of the means for 
interchanging the surplus products of 
one highly specialized area with the 
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surplus from another is obvious. The 
same mechanism which made easily 
accessible the food supply for urban 
populations and the materials for quan- 
tity production along specialized lines, 
also made possible the distribution of 
the surplus. Yet the statement is made 
that accessibility is more important to 
trade and commerce than to industry. 
The almost absolute dependence of the 
mail order house on rail transportation 
is obvious, as is the close connection 
between warehousing and chain store 
and department store operation. Equ- 
ally important to the department store, 
on the other hand, is the development of 
intra-city transport. Transportation 
thus coordinates both the specialized 
urban functions and the specialized na- 
ture of present-day urban land utiliza- 
tion. From the point of view of the 
urban dweller, the growth of public 
service industries which took place in 
these decades just preceding the 20th 
century helped to alter materially the 
domestic urban establishment, by re- 
moving it still farther from its relatively 
self-sufficient state of 1830 or 1840. In 
short, the 20th century city might be 
defined, without too great overstatement, 
in terms of public utilities. 


III. Specialization of Land Uses 


City structure has unquestionably 
undergone marked changes in the last 
$0 years as a result of both the specializa- 
tion of urban functions and the develop- 
ment of public utility services, particu- 
larly transportation. To a certain extent 
specialization of urban land uses merely 
reflects those developments. The 
growth of mass transportation has led, 
on the one hand, to the concentration 
of retail stores at the center of the city 
and, on the other hand, has promoted 
the spreading out of the residential area 


and its segregation from the business and 
industrial districts. The telephone has 
had a similar influence on the residential 
areas. The result, or at least an ac- 
companiment, of these changes in urban 
functions and the conditions of urban 
life, has thus been a marked change in 
city structure. 

Other influences too have joined to 
alter the city pattern. Perhaps the most 
striking change has been caused by the 
vertical expansion of cities, which isa 
phenomenon dating from the late 
eighties. Two specific developments of 
this time brought about the change: the 
invention of thesteel-frame building and, 
coupled with it and inseparable from it, 
the perfection of the elevator. One of 
the chief contributing factors in the 
development of the skyscraper was the 
introduction of Bessemer structural steel 
commercially in 1884. The Home 
Insurance Building in Chicago, com- 
pleted in 1885, and the Tacoma Building 
in the same city built in 1886-7 are the 
examples usually cited of the first use of 
the steel-shelf principle. Other some- 
what later developments which as- 
sisted skyscraper production were the 
adaptation in 1895 of the hoisting ma- 
chine to building purposes and the cheap 
production of Portland cement after 
1900, following much experimentation 
during the eighties and nineties. 

Elevator development belongs also to 
this era and helped to make the sky- 
scraper the revolutionary influence that 
it has been. Steam elevators had been 
in use some time prior to 1880 and 
hydraulic elevators date from 1870 but 
both these were used almost exclusively 
for freight service. Modified hydraulic 
elevators for passenger use appeared in 
New York City in 1878 “but it was not 
until the installation of the first success- 
ful electric elevator in 1889, that the 


ee ee 


a 
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problem of vertical transportation was 
really solved.” 

Tall buildings have had two major 
effects on city structure. Skyscraper 
construction has permitted more in- 
tensive economic development of certain 
urban sites which have become especi- 
ally valuable by reason of the growth of 
cities and the increased accessibility of 
these sites as a result of improved trans- 
portation facilities. The second has to 
do with the amount of land required by 
cities. In so far as these buildings are 
used exclusively for business and com- 
mercial purposes, they force residential 
uses to the fringes of the city but in so 
far as they are used for residential 
purposes they tend to reduce urban land 
requirements. One or both of these 
effects may be observed at a given time. 

Suburban movements, however, did 
not wait upon skyscraper development. 
They had begun, to a certain extent at 
least, 15 years before the revolution in 
construction. Steam commutation ser- 
vice, which was fairly advanced during 
the seventies, was one of the chief talking 
points for the salesmen of suburban real 
estate. The movement was more than a 
mere exodus to the outskirts of the city; 
it was characterized by a new element 
which may have been an outgrowth of 
the fact that so many utility services 
were available to urban dwellers. The 
marketing of large areas of land to which 
nothing but a few stakes had been added 
to distinguish it from the surrounding 
territory began to meet the competition 
of land which was at least partially pre- 
pared for use. In other words, we have 
the appearance of what has been called 
the “subdivision development” as dis- 
tinguished from the bare subdivision. 
The former includes, besides the parcel- 

%W. C. Clark, “The Construction Industry,” in 


Representative Industries in the United States, (W. T. 
Warshow, ed.), New York: Henry Holt & Co., 1928, 


Pp. 194. 


ling of land into building sites, the prep. 
aration of those lots for use. Riverside, 
Illinois, which was begun in 1869 was 
one of the pioneers in this field and the 
Roland Park development in Baltimore 
was another which set the pace for 
future high-grade subdivision activities, 
These developments mark a new era in 
land utilization. Sale for use rather than 
for speculation is the bench mark. 

These changes in the urban land 
market are directly related to the sub- 
urban movement, which as a measur- 
able phenomenon seems to date from 
approximately the turn of the century.” 
Among its contributing factors, of 
course, are subdivision developments 
and improvement of transportation, es- 
pecially the automobile. 

Parks and recreational areas are in 
themselves examples of specialization in 
land utilization. The urban growth to- 
gether with the development of public 
services, particularly transportation, 
pushed the undeveloped areas of cities 
far beyond the actual boundaries of 
urban centers. The need, therefore, for 
open spaces within the limits of the city 
became urgent. The movement was 
greatly handicapped by the lack of en- 
abling legislation for securing land for 
such purposes. Before 1850 not only the 
necessary legal powers were lacking 
but also the machinery for handling 
park areas. New York, however, led 
the way with the laying out of Central 
Park in 1857 and since that time states 
and municipalities have passed the 
necessary legislation and numerous court 
decisions have clarified the legal points. 
But actual park expansion was slow and 
“with the exception of a few of the larger 
cities, the number of parks in most of the 
communities prior to 1880 was negligible 

. and up to 1890 there had been 





* H, Paul Douglass, The Suburban Trend, (New York: 
Century Co., 1925). 
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no general awakening to the importance 
of parks.”* Playground development 
belongs almost entirely to the 20th cen- 
tury. 

Finally, the whole idea of speciali- 
zation in urban land received recog- 
nition with the development of regula- 
tion of land use, and realization that dif- 
ferent types of use required special 
treatment. Regulation of the use of 
urban land had its beginnings in building 
codes, which are in turn an outgrowth of 
a variety of regulations having to do 
with fire limits, sanitary requirements, 
tenement house laws, and finally build- 
ing inspection and building permits. 
Many of these separate forms of regula- 
tion antedate 1880 by several years but 
unified control of building construction 
and repair seems to date from the 
eighties when many cities established 
departments of building inspection. The 
issuance of building permits seems to 
coincide in some cases with the begin- 
nings of inspection and in other cases 
was a later development. Regulation of 
building heights followed early in the 
present century.” Effective recognition 
of the specialized nature of urban land 
use, however, came with the advent of 
zoning.2” Evidence of some apprecia- 
tion of problems involved in different 
kinds of land use is found in the rela- 
tively early existence of such bodies as 
sewage commissions, water commissions, 
etc.,28 but their interest was more from 
the administrative than the planning 





% Bulletin No. 462, United States Bureau of Labor 
Statistics, p. 31. 

* Boston was first to have comprehensive building 
height regulation (1904). 

In 1909 Los Angeles established use districts but 
credit for the first comprehensive zoning ordinance 
belongs to New York (1916). 

8 Boston furnishes illustration. That region had a 
Metropolitan Sewage Commission in 1889, a Metro- 
politan Park Commission in 1893, and in 1901 the 
Sewage, Water, and Park Commissions joined to form 
the Metropolitan District Commission. 


angle, although they were in many cases 
the forerunners of planning bodies. 


Conclusion 


While the 20th century city is charac- 
terized by a new specilization of func- 
tions, expansion of public-utility services 
and increased specialization of land 
uses, not all the separate items which 
have been mentioned as contributing to 
these three major conditions are present 
in every city. Nor need they all be 
present in every community before it 
can appropriately be called a city. The 
number and kinds of these services and 
functions which are present depend on 
(1) the size of the city, (2) the age of the 
city, and (3) local conditions. But 
taken together in their potentialities 
for affecting city growth and structure 
they form a mass of evidence which 
supports the selection of 1880 as a 
reasonably logical starting point for 
measuring urban trends. 

The evidence here advanced is 
strengthened by examination of the 
census population figures. The decade 
1880-1890 marks a definite change in 
population trends in the United States. 
Since 1880 a declining proportion of the 
population of the country has occupied 
rural districts. The number of communi- 
ties in the urban class has also increased 
more rapidly since 1880. Whether these 
figures show a cause or an effect relation 
is difficult to say. Did the increase in 
urban population create a demand for 
these changes and improvements or did 
the amenities, conveniences and op- 
portunities of urban life cause the in- 
flux of population to cities? On which- 
ever side the responsibility lay, the 
coincidence of the two facts of urban 
growth and urban improvements is not 
without significance. Together they 
mark a turning point in urban history 
to be considered in quantitative studies. 
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LENGTH OF SERVICE OF UTILITY COMMISSIONERS IN 
MASSACHUSETTS 


N S one part of a study of utility 


regulation in Massachusetts, data 

on the tenure of office of the 
commissioners were gathered from the 
published reports. This was done be- 
cause of a conviction that the human 
factor is fully as important in govern- 
mental administration as the laws which 
formally mark out the limits of au- 
thority. In this note attention is 
focused on length of service of utility 
commissioners, in years, to the nearest 
half-year; the temptation to explore 
more interesting by-paths, such as the 
reasons for appointment and resigna- 
tion, age, qualifications and political 
affiliations of the commissioners, occu- 
pations subsequent to public service, 
political considerations influencing con- 
tinued or discontinued service, was rig- 
orously restrained. Moreover, for this 
note reliance was placed solely on the 
Commission reports. In several in- 
stances, for example, the exact date of 
appointment or retirement was not 
shown, and recourse was had to dated 
opinions in order to estimate the fact 
sought. Consequently absolute accuracy 
is not claimed. 

The relatively long history of com- 
mission regulation in Massachusetts 
enlarges the sample but also complicates 
this inquiry. The first standing Com- 
mission, with continuous subsequent 
history, was appointed by the Governor, 

with the consent of the council,” in 
1869. Since then, four differently-named 
boards have had varying degrees of au- 
thority over the several types of utilities. 
These eras of Commission history are as 
follows: 


Railroad Commission, 1869-1913* 
Public Service Commission, 1913-I919f 
Gas and Electric Light Commission, 1885- 


Ig19f 
or of Public Utilities, 1919—date. 

*This Commission is the classic illustration of the so-called 
“weak” or recommendatory bodies. 

+The Highway Commission, whose authority over telephones 
and telegraphs was transferred to the Public Service Commis- 
sion, is omitted from this inquiry. 

{Originally this was merely a Gas Commission; authority 
over electric companies was given in 1887. 


Complications arise from the varying 
number of members of these Commis- 
sions as well as from the varying terms of 
appointment. The Railroad and Gas 
and Electric Commissions were com- 
posed of three members appointed for 
three-year terms, after the usual stag- 
gered appointments in the first two 
years. The Public Service Commission 
was a five-man board with five-year 
terms until 1918, when it was reduced to 
three members. With the present De- 
partment, which combined the functions 
of the Public Service and Gas and 
Electric Commissions, the board of five 
with quinquennial appointments was 
restored. 

In the 60 years of commission history, 
44 individuals have held office on one or 
more boards. Considering the Com- 
missions separately, the aggregate num- 
ber of appointees was as follows: 














Total Number of 
Years in Individual 
Existence Members* 
Railroad Commission 44 19 
Gas and Electric 
Commission 34 14 
Public Service Com- 
mission 6 10 
Department of Public 
Utilities 1ot ’. 





*The aggregate number of office-holders (50) exceeds the total 
number of individuals serving because six men served on suc- 
cessive commissions. 


tTo August, 1929 
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Length of Service 


In ascertaining the number of years’ 
service by each individual, a few diffi- 
culties were encountered where exact 
dates of appointment or separation were 


Taste JI. YEARS oF SERVICE OF MASSACHUSETTS 
Uritiry Commissioners, 1869-1929. 














Number of Years Served | Number of Individuals 
29 I 
25 I 
19 I 
16 2 
14 I 
12 2 
10 4 
9 I 
8 2 
~ 
B : 
5 3 
4 4 
3 4 
2 2 
I 6 
Less than one 2 
Total 44 








lacking. Rather than checking labori- 
ously through newspaper files or other 
sources, the signed and dated opinions of 
the board or other evidence in the Com- 
mission reports were scanned to deter- 
mine the month and day as precisely as 
possible.! The present commissioners of 
the Department of Public Utilities were 
credited with service to August, 1929, 
though obviously their full terms of 
service have not elapsed. 

For convenience in arraying the fig- 
ures, half-years were neglected in Table 


I. The most noticeable features of this 
tabulation are: (1) Over one-fourth (12) 
of the individual members held office for 
10 years or more, with two rounding out 
a quarter-century or more of service; 
(2) The median falls between the fourth 
and fifth years of office-holding; (3) The 
slight modal grouping at the third year 
can be partly, perhaps largely, explained 
by the predominance of three-year ap- 
pointments. If 15-years’ service be 
taken as constituting a career, then five 
commissioners may be regarded as 
“career-men” in this form of administra- 
tive regulation; if 12-years’ service is 
used, there were eight career-men. 

In computing the average number of 
years served per member, the half-years 
were taken into account. Disregarding 
the changing nomenclature of the Com- 
missions, the total number of years 
served by all commissioners was 310, 
the 44 incumbents serving on the ave- 
rage 7.0 years each. Similar methods 
for each Commission yielded the ave- 
rages noted in Table II. 

The dominance of the three-year 
term and the possible tendency to 
inertia in office-holding suggested a 
frequency distribution with a class-inter- 
val of three years. This was done for 
each Commission (Table III). The 
distribution, disregarding Commission 

1 On the work-sheets, the years of service were calcu- 
lated to the nearest half-year. Service of three months 
or less was counted with the preceding full year; from 


4 to 8 months, inclusive, was counted a half-year; and 
from 9 to 11 months, inclusive, as a full-year. 


Tas_e II. Tora, NuMBER oF YEARS SERVED, NUMBER OF CoMMISSIONERS, AND SIM- 


PLE AVERAGE Duration OF SERVICE, 


Massacuusetts Utitity Commissions, 


1869-1929. 








Commission 


Number of 
Commissioners 


Average Duration 


Total Number of 
of Service (Years) 


Years of Service 
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identities, is not the sum of the fre- 
quencies for each Commission because 
six members served on more than one 
board and their terms of service were 
split. It is at once obvious that there is 
no clear modal grouping in any one class 
interval*, The influence of the three- 
year term seems greatest in the case of 
the Gas and Electric Commission. 


Service of Commission Chairmen 


The chairmen of the Commissions 
were singled out for separate study on 
the theory that their official life was 
more hazardous. This proved to be the 
case so far as such figures prove the 
point. In all, 16 individuals have at one 
time or another been chairmen;? one of 
these served 20 years in that capacity 
(a career-man), and one other has served 
to date virtually 10 years. The number 
serving three years or less and the num- 
ber holding the chairmanship from 7 to 
10 years were the same (6). The median 
point is in the fifth year of such service. 

Averages support the assumption 
more pronouncedly. The average length 

If class intervals of four or five years are used, an 


indisputable modal grouping is found in the intervals 
from I to 4 and 1 to § years respectively. 


TaBe III. 


of tenure of the chairmanship, combin- 
ing all Commissions, was 5.8 years, as 
compared with 7-years’ average dura- 
tion of commissionerships. Since a few 
chairmen served as commissioners before 
being elevated, a separate computation 
was made of duration of commission 
service of those who occupied the chair- 
manship. Disregarding the changing 
identities of the Commissions, an ave- 
rage of 6.6 years was spent on the Com- 
mission by those who were chairmen, 
approximately a year longer than they 
retained the office of chairman. 


Retirements 


As a beginning in the analysis of cause 
of leaving commission work, a general 
classification of reasons for retirement 
was made and a tabulation prepared by 
five-year periods for each Commission 
(Table IV). The groups labeled ‘“‘re- 
signed” and “expiration of term” de- 
serve further analysis, for which other 


sources of information than Commission 


3 Chairmen were designated by the Governor except 
in the case of the Public Service Commission. The 
statute establishing that Commission required selection 
of a chairman among and by the Commissioners them- 
selves every time a change in the personnel occurred. 


Frequency DistrisuTIon oF DuraTIONS oF SERVICE BY MASSACHUSETTS 


Uritiry ComMIssIoNERS, BY CoMMISSIONS AND DIsREGARDING CoMMISSION 
IDENTITIES, 1869-1929. 














Number 
Class Interval Railroad Gas and Electric | Public Service} D.P.U. All 
Less than 1 year... ..........20000% ° 1 2 ° 2 
ae erent rere ee ee a ae g 6 4 I 12 
Oe olasiisdc taldameesagisonten ce ceis 5 3 2 2 12 
Le iret ere Ary ce 3 1 2 I 6 
PN as ics aséainieanarteniceaam ees 3 ° 3 4 
PRR M a. '0ve 6 5nos aig eieca oS SoCo ah a SCa eas 2 I 3 
MM n.d ne Lata bea ee eevee ° ° 2 
MEIN 3 «visi dy areicierstaarcurdeuicaeeeees I ° I 
SAP rte ergo toe ° ° 
a ca26' icine a need euwed Keene I I 
ER oc nc cance deraceneccesee I I 
Soro Socrates ee 19 14 10 7 44 
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reports must be tapped. It would be Commission reports disclose some of 
interesting, if possible, to obtain infor- these latter instances. Similarly, of 
mation on forced, as distinct from vol- those who ceased commission work at 
untary, retirements. Some of the com-_ the expiration of their terms of appoint- 
missioners who resigned probably didso ment, some may have refused re- 
under pressure, and some because of a appointment for a variety of reasons, 
desire to “move up” politically or judici- while others may have wished, but failed 
ally or to re-enter private life. The to obtain re-appointment. 


TasLe IV. Causes or RETIREMENT oF Massacuusetrs Utitiry CoMMISSIONERS, BY 
Commissions AND BY FivE-YEAR PERIops, 1869-1929. 



































Commission Totals | Grand Totals For 
and Resignation | Expiration | Expiration Legal for eriod— 
Period Of Term Of Office | Death | Disability | Period | All Commissions 
Railroad 

1869-1874 incl. 2 2 2 

1875-1879 2 2 2 

1880-1884 2 2 4 4 

1885-1889 I I 2 

1890-1894 I I 2 8 

1895-1899 I 3 3 

1900-1904 I I 2 

1905-1909 I I 2 

I9IO-1913 I ° . I I 
7 6 4 17* 

Gas and Electric 

1885-1889 I I t 

1890-1894 2 3 1t 6 t 

1895-1899 ° t 

1900-1904 I I t 

1905-1909 I f I t 

1910-1914 I 1 t 

I91$-I919 I 2 3 ft 
3 6 2 I I 13§ 

Public Service 

1913-1918 2 I Ib 4 5 

1918-1919 I 3 4 
3 I 3 I 8** 

Department of 

Public Utilities 

1919-1924 I I I 

1925-1929 I I I 
2 2 

Grand Totals 15 13 5 5 2 40 


























*All three members of the Railroad Commission, when it was superseded by the Public Service Commission, were re-appoint- 
ed to the new board as provided by statute. Otherwise, two would have been retired on account of expiration of office and one 
on account of expiration of term of appointment. Since there was no break in their service at this time, these changes are not 
recorded in this table. For the above reason, moreover, the total for the Railroad Commission is less than the total number of 
incumbents (Table III). An additional discrepancy in these figures occurs because one man resigned, was re-appointed after 
an interval of a year, and then served until his death. peers A 

use recorded was “resigned by reason of law prohibiting Board members from engaging in other business.” 

t Period totals for Gas and Electric Commission were combined with those for Railroad and Public Service Commissions. 

$One member of the Gas and Electric Commission was appointed to the Department of Public Utilities without break in 
service. 

b One member retired on account of age, in accordance with Acts of 1911, Cc. 532, sec. 3. ere ; , 
**T wo members of the Public Service Commission were appointed to the Department of Public Utilities without breek in 
service. 
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At the present time, however, only the 
facts of the bare published record of the 
Commission are offered in Table IV. 
The dominance of resignations and term 
expirations might be expected from the 
looseness of these classes, and for the 
same reason the relation between the 
totals in these two classes is a doubtful 
basis for any conclusions. The periods 
of greatest instability were definitely 
two: the Public Service Commission era 
during the war years (1913-1919), and 
the period, 1890-1894, when the person- 
nel of the Gas and Electric Commission 
shifted rapidly. 

To learn whether duration of service 
has any influence upon the cause of re- 
tirement, Table V was prepared. Only 
a slight tendency is shown for members 
with longer service records to go out of 
office through lapse of appointment 
rather than resignation. Among those 
who served more than the average 
period, the tendency is perhaps a little 
more evident in the direction of retire- 
ment for obviously personal reasons. 
Taken together, with due notice of the 
smallness of the sample, these two ten- 
dencies lend some, though scanty, sup- 
port to the alleged inertia of office- 
holding. 


The group of career-men, already sug- 
gested, are worth separate study. The 
size of this group is somewhat arbitrary. 
Previously, 15 years or more of service 
was used as a benchmark, which is 
equivalent to five three-year terms and 
approximately half of a generation’s 
working life. A lower duration of ser- 
vice, say 12 years, might be justified if 
other factors were taken into account. 
These other considerations are the gen- 
eral insecurity of appointive offices in 
political government where civil service 
rules do not apply, the age and maturity 
of commissioners when appointed, the 
necessity, in changing to a private occu- 
pation, of retiring before age becomes a 
handicap in private work. 

Assuming, without checking the 
weight to be accorded these factors, that 
12 years or more of service denotes the 
career-men, then eight men, almost one- 
fifth of the total number, were in this 
group. What were the causes of their 
retirement from office? Three died 
while in office, two retired on account of 
old age, one resigned to be appointed a 
judge, one was not re-appointed when a 
commission was superseded, and one is 
still serving. It would be interesting to 


Taste V. Causes or RETIREMENT BY LENGTH oF SERVICE Groups, MASSACHUSETTS 
Uritity Commissioners, 1869-1929. 




















Causes of Retirement 
Length of Service Number Expiration | Expiration Legal 
Resignation of Term of Office Death | Disability 

Less than 3 years.............-. 10 5 4 1 
3-5 incl ‘ 14 5 5 3 I 

2 ee 7, 4 I I 

RN ees ot6 ais css Sie Fea 4 I 2 
MNS ord cn ace aye alengi mice he waren 2 I I 
| eer rere I I 
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learn whether or not this experience in 
Massachusetts is unique and to examine 
the work of these career-men in contrast 
with that of other commissioners. 


Turnover 


The fact that the aggregate number of 
retirements was virtually the same as 
the number of individuals serving on the 
Commissions does not, however, indicate 
a turnover of around 100%. Included 
in the retirements are the instances 
where a commission was abolished, 
though the individual might be re-ap- 
pointed on the superseding commission. 
Moreover, the length of the term of 
appointment must be reckoned with, in 
view of the tendency to inertia in office- 
holding previously mentioned. 

Accordingly, and tentatively, the fol- 
lowing method of computing turnover is 
ventured. Assume that appointments 
were only for full terms specified by law, 
that all appointees served their full 
terms, and that a different individual 
was appointed each term. On this basis 
and taking into account staggered ap- 
pointments as well as differing terms, 45 
appointees to the Railroad Commission 


were possible, 35 to the Gasand Electric 
Commission, 11 to the Public Service 
Commission, and 15 to the Department 
of Public Utilities. Dividing these po- 
tential commissioners into the number 
of actual incumbents gives the results 
shown in Table VI. 


Taste VI. CompureD Turnover Rates, Massacuvu- 
setts Utitiry Commissioners, 1869-1929. 











Possible Actual 
Number Number Turnover 
Com- of oO Per- 
mission | Appointees | Incumbents centage 
Railroad 45 19 42% 
Gas and 
Electric 35 14 40 
Public 
Service 11 10 g1 
D. P. U. 15 7 47 
Totals 106 50 47 














The turnover percentages appear to con- 
form closely to the average durations of 
service for the four Commissions (Table 
II). Combining all Commissions on the 
above basis, the average over-all turn- 
over was 47%, indicating length of 
service for slightly more than two terms. 
E. W. Morexouse. 





Journal. 





PUBLIC UTILITY FINANCING 


is omitted from this issue because the material is being reworked and new data added 
to enlarge the scope of the summary. Publication will be resumed in the November 
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COMMENTS ON LEGISLATION AND COURT 
DECISIONS 


THE O’FALLON OPINIONS 


HIS widely heralded “greatest 
‘= in history”! ended in an- 

other stalemate on the valuation 
problem. Despite the benefit of talented 
counsel the majority emerged with a 
technical decision accompanied by an 
opinion which appears in no way to 
progress toward a solution of the valua- 
tion controversy, unless perchance the 
disappointed expectations lead to a 
legislative declaration of what shall 
hereafter be considered the “law of the 
land” on valuation. But if Mr. Justice 
McReynolds’ opinion for the majority 
leaves one cold, the long dissent by Mr. 
Justice Brandeis excites admiration for 
its dialectic qualities and consideration 
of economic factors, and the relatively 
terse, separate dissent by Mr. Justice 
Stone shows a realistic appreciation of 
the Commission’s problem. Probably 
the majority opinion will be more often 
cited, but the dissents more frequently 
quoted. 

The publicity given to the case makes 
unnecessary an exhaustive review of the 
facts. Of the two short railroads in- 
volved, one was a switching and the 
other a coal-carrying road operating in 
and around St. Louis, officered by the 
same individuals, and owned by the 
same interests. Access between the two 
roads was effected over the tracks of a 
separately owned and operated terminal 





19%. Louis & O'Fallon Railway Co. and Manufacturers’ 
Railway Company v. U. S. et al., Nos. 131 and 132, May 
20, 1929, 49 S. Ct. 384. 

*Excess Income of St. Louis & O'Fallon Railway Co., 
124 I.C. C. 3 (1927). 

*On account of physical separation the Commission 
ruled, and both the lower and Supreme Courts con- 
ceded, that the two roads were not under common 


OF THE SUPREME COURT 


road. The Interstate Commerce Com- 
mission, after investigation, issued an 
order? for recapture of excess earnings 
of the coal road® under Section 15a of the 
Transportation Act of 1920. In valuing 
the property of the O’Fallon Railway, 
the Commission used the method em- 
ployed under the LaFollette Valuation 
Act of 1913. According to this “split 
inventory method,” there were five 
steps: (1) the property was inventoried 
as of June 30, 1919 and the cost of re- 
production on that date found by (2) 
applying 1914 unit prices to man-made 
property installed before 1914 and (3) 
applying these prices plus an index of 
price increases from 1914 to Ig9Ig9 to 
property installed between these two 
dates; (4) property installed after 1919 
was valued at the “recorded net cost of 
additions less retirements;” (5) land was 
appraised at current values of neighbor- 
ing land at the date of valuation. 

Was this the valuation method re- 
quired by statute? Paragraph 4 of Sec- 
tion 15a directed the Commission in 
recapture cases to give “due considera- 
tion to all the elements of value recog- 
nized by the law of the land for rate- 
making purposes.” So far as the written 
opinion discloses, the majority seized 
upon the phrase “law of the land,” and 
after reciting a half-dozen cases from 
Smyth v. Ames‘ to the Indianapolis 
Water Company case,® concluded from 





control and management in the sense claimed by the 
owners who wished to offset the excess earnings of the 
coal road with the deficient earnings of the switching 
road. 

4169 U.S. 466 (1898). 

5972 U. S. 400 (1926). 
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the record that the Commission “care- 
fully refrains from stating that any con- 
sideration whatever was given to present 
or reproduction costs in estimating the 
value of the carrier’s property.” Hence 
the decision was: “The Commission dis- 
regarded the approved rule and has 
thereby failed to discharge the definite 
duty imposed by Congress.” Where- 
upon the majority added: “The weight 
to be accorded [to current costs or prices] 
. is not the matter before us.” 

An adequate summary of Mr. Justice 
Brandeis’ dissent would unduly prolong 
this note. He accepted the majority 
contention that the litigation could be 
resolved by construction of the statute. 
But he fastened upon a different statu- 
tory phrase. Where the majority saw 
only “consideration to all the elements 
of value recognized by the law of the 
land,” Mr. Justice Brandeis gave empha- 
sis to “due consideration”, and sup- 
ported the Commission’s exercise of 
discretion. His ten reasons for doing so 
can be consolidated substantially under 
four headings: 

(1) The Scope of the Commission’s 
Powers. The Commission, as a fact- 
finding body, has discretion in attaching 
weight to the evidence, and this weight- 
ing, even if reduced to zero, should not 
be disturbed by the Court in the ab- 
sence of abuse of discretion. In declining 
to give effect to evidence of enhanced 
reproduction cost of property acquired 
before 1914, there was no abuse of dis- 
cretion because this evidence for the re- 
capture periods was scanty, imperfect 
and conjectural, and inferior to the 
Commission’s special knowledge of the 
carrier’s property, business and pros- 
pects. 

(2) The Intent of Congress. Did the 
Commission abuse discretion in the sense 
of flouting the intent of Congress? The 
dissenting judges say “No.” The statu- 


tory terms and their legislative history 
reveal an intent to allow the Commis. 
sion to use its considered judgment in 
weighting the evidence. “The adoption 
by Congress of the increase in the return, 
as the means of compensating for the de- 
creased purchasing power of the dollar 
[at the time of enactment in 1920], 
precluded the assumption that it in- 
tended that the valuation [rate-base] 
should reflect that lessened purchasing 
power. By explicitly choosing the former 
Congress implicitly rejected the latter.” 
Moreover, by various other legislative 
mandates, Congress has imposed limita- 
tions on the rate-base which indicate 
that it does not desire to have rates 
pushed up to a point yielding the statu- 
tory return on the present cost of repro- 
ducing a railroad. Such limitations are 
the encouragement given to competing 
forms of transportation, which has made 
more effective the legal limitation em- 
bodied in the “long and short haul 
clause,” and the requirement that value- 
finding be premised on efficient and eco- 
nomical management. Indeed, the Com- 
mission adhered to the “declared” pur- 
pose of Congress (maintenance of an 
adequate national railway transporta- 
tion system) in deciding, on the basis of 
experience, that “to give effect to en- 
hanced reproduction costs would defeat 
that purpose.” 

(3) The Practical Merits of the Ma- 
jority Commissioners’ Attitude. The 
statute requires a finding of rate-making 
value. But present value is not solely 
and necessarily proved by the fact that 
current cost of reproducing an identical 
plant is higher than original costs. Other 
considerations, taken into account by 
the Commission, are pertinent. The 
Commission rightly considered the legal 
and commercial limitations upon rates, 
in their influence on present value. 
Government encouragement of compet- 
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ing forms of transport, added to other 
legal limitations on rates, has so affected 
the volume of traffic that carriers have 
often voluntarily reduced rates since 
1920, although earning less than the 
prescribed fair return. Nevertheless, 
the investment of capital in the railways 
has improved; their credit “is now ex- 
cellent.” And the carriers themselves 
have acquiesced in rates that would 
not yield the statutory return on the 
present cost of reproducing an identical 
plant. 

At the present time, Mr. Justice 
Brandeis noted, functional depreciation 
is a most effective limitation upon the 
rate-base, a limitation composed of a 
mixture of legal, economic and techno- 
logical elements. The Commission is 
justified in considering this factor be- 
cause Congress specified valuation under 
“efficient and economical management.” 
Progress in the art of transportation, 
changes in the volume or character of 
traffic, and similar causes have in many 
cases rendered obsolete much existing 
property which physically can still be 
used, though at higher operating cost 
than if up-to-date instruments were em- 
ployed. This functional depreciation, 
or “lessening of service value,” may 
make a railroad worth much less than 
the present cost of reproducing an 
identical plant. In short, the present 
cost, under modern conditions of con- 





®At this point, Mr. Justice Brandeis says: “The duty 
so to deal with the evidence seems to flow necessarily 
from the rejection by the Court of prudent investment 
as the measure of value and the adoption, instead, of 
the actual value of the property at the time of the rate 
hearing as the governing rule of substantive law.” 

To the present writer this sentence, in addition to 
support of the substitute plant theory, seems to indicate 
a change in the Brandeis tactics. In the Southwestern 
Bell Telephone case, his dissent was broadly a frontal 
assault on the enhanced cost doctrine with affirmative 
support of the prudent investment theory of valuation. 
In this case, the attack is from the flank, or perhaps 
might be described as “boring from within.” In sub- 
stance he says: “Let us accede to the majority’s in- 


struction, of producing a railroad de- 
signed to render the desired service (cost 
of reproducing a substitute plant) is 
much less than the enhanced cost of 
reproducing an identical plant most of 
which consists of antiquated, uneco- 
nomical instruments unsuited to modern 
service requirements. 


“Upon such consideration the Commis- 
sion may conclude that the railroad is so 
largely obsolete in construction and equip- 
ment as to render evidence of the reproduc- 
tion of the identical plant of no probative 
force whatsoever.® That this func- 
tional depreciation, arising through external 
changes, through competitive means of 
transportation, and through progress in the 
art of transportation, may, in respect to a 
particular railroad, have become so large as 
to more than counter-balance that increase 
in its actual value which would otherwise 
flow from the rise in the price level since 
1914, seems clear.” 


The managerial excuse of insufficient 
revenues and capital to modernize the 
plant might have been “conclusive if 
prudent investment had been accepted 
as the measure of value.” 

(4) Validity of Majority’s Legal Prece- 
dents. Differences in the competitive and 
market position of railroads, compared 
with local utilities, makes the sub- 
stantive law of the Southwestern Bell 
case” inapplicable. Where a utility has 
exclusive control of its market and is not 
subject to commercial limitations on 
rates in the same degree as the railroads, 


sistence on considering present costs and rejecting 
prudent. investment. But in applying reproduction 
cost we should not give the carriers the full benefit of 
nominal appreciation of the original property; instead 
we should subtract from this appreciation the full 
functional depreciation. In terms of valuation stand- 
ards, the cost of reproducing a substitute plant under 
modern conditions is preferable to the cost of an idenfi- 
cal plant, as a rate-base.” However, the fact that the 
constitutionality of recapture, approved in the Dayton- 
Goose Creek case (263 U.S. 456 (1924) was not in- 
volved in the O’Fallon case suggests caution in pressing 
too far this point of a shift in tactics. 


7262 U. S. 276 (1923). 
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cost of reproducing the plant may be 
persuasive of actual value in a constitu- 
tional sense. The instant case, however, 
involved no constitutional question. 
Moreover, as a matter of statutory con- 
struction, the recapture sections ex- 
plicitly require use of the rate-base. 
This disposes of the argument that even 
if the higher price level need not be 
considered in a rate-base, it should be 
given weight in a recapture base. Fin- 
ally, the Commission’s action was con- 
sistent with the adjective law declared 
in the telephone case, and with the 
principles approved in the Indianapolis 
and Bluefield® cases, while the valuation 
method “closely resembled” that ap- 
proved by the Supreme Court in the 
Georgia Railway and Power Company 
case.° 

This analysis by Mr. Justice Brandeis 
was concurred in by Justices Holmes and 
Stone, but the latter filed a separate 
opinion in which he considered the legal 
controversy concerning the evidential 
value of increased prices. 


“Weight in the legal sense is evidently 
taken to be not that accorded by an in- 
formed judgment but imposed by some 
positive rule of law.... This court... .has 
not said that such evidence [of present re- 
production costs], when fairly considered, 
may not be outweighed by other considera- 
tions affecting value.... But if weight in 
the legal sense must be given to evidence of 
present construction costs, by the judg- 


8 262 U. S. 679 (1923). 

9 262 U. S. 625 (1923). 

10 Moreover, suppose this nine-mile railroad had been 
built largely between 1918 and 1920, would the owners 
be entitled to the decrement in value occurring in 1923? 
Perhaps Mr. Justice McReynolds had this possibility 
in mind when he wrote: “No doubt there are some, per- 
haps many, railroads the ultimate value of which should 
be placed far below the sum necessary for reproduc- 
tion.” If so, the query naturally arises: What will 
happen to the financial standing of such roads when a 
recapture order under these circumstances is made? 
That such eventualities influenced the majority of the 
Commission is evident from Commissioner Meyer’s 
opinion. 


ment now given we do not lay down any 
legal rule which will inform the Commission 
how much weight, short of its full effect, to 
the exclusion of all other considerations, is 
to be given to the evidence of synthetic 
costs of construction in valuing a railroad 
property.” 


The Opinion of the Majority 


Apparently the touchstone of the case, 
as viewed by the majority, was con- 
sideration of current prices, that is, in 
I92I to 1923, inclusive, the recapture 
years. The major part of the property 
was installed before 1914, to which only 
1914 prices were applied. The net addi- 
tions during the recapture years were 
negligible. The majority opinion seems 
to say: Unless man-made property in- 
stalled before 1914 is put in the rate- 
base at 1923 prices, “‘no consideration” 
has been given to current prices. Yet it 
appears inconsistent then to disclaim 
responsibility for stating the weight to 
be accorded current prices.’ 

The opinion of the majority of the 
Commissioners, written by Commis- 
sioner Meyer, was treated with scant 
notice, while that of the minority Com- 
missioner Hall was quoted at some 
length. Indeed, Mr. Justice McReyn- 
olds characterized as “long and argu- 
mentative” Commissioner Meyer’s care- 
ful explanation of the practical necessity 
of a stable rate-base, as well as a stable 


Regarding this enhancement of prices between 1914 
and 1923, it is difficult to avoid concluding from the 
written opinion that the majority of the court failed to 
perceive the implications of the distinction between 
unrealized and realized appreciation. Undoubtedly, 
as measured by the course even of “synthetic” unit 
prices, the nominal value of this railroad rose between 
1914 and 1923. To say that this appreciated value is 
actual and realizable implies that there is a market for 
such properties and that the earning power of the prop- 
erty justifies the enhanced figure, or would warrant an 
alternative promoter in reproducing the road. This 
line of reasoning, however, leads into the well-worn 
circle of value depending on income. To say, then, 
that nominal appreciation should be treated as realized 
would destroy the possibility of any recapture. 
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and adequate return, for attracting a 
continuous inflow of capital. Why the 
majority of the Court chose to ignore 
such considerations is a mystery which 
their opinion does not unravel. One can 
only surmise that (1) they were not 
convinced by the majority Commission- 
ers’ reasoning (a rationalized view); (2) 
the Court misunderstood, through 
choice or ignorance, the central practical 
issue; (3) the Court was not prepared to 
penetrate the economics of the prob- 
lem and was unwilling, as yet, to re- 
solve the long-standing valuation dis- 
pute. Hence the underlying issue was 
avoided by the time-honored method of 
relying on technical and indefinite pre- 
cedent. If this last interpretation is 
correct, the query arises: At what time 
will the Court emerge from its refuge? 
Must we wait until the railroads and 
water utilities have completely rejuven- 
ated their properties at post-war prices; 
or will the more rapidly changing electric 
properties prompt a change of tune? 
At least three immediate effects of the 
ruling are possible: (1) the expensive 
necessity of doing over some of the Com- 
mission’s valuation work, which had 
been nearing completion; (2) stimulation 
of legislative action, either for more 
explicit definition of the “legal” rate- 
base or for investigation and later en- 
largement or alteration of all commis- 
sion regulation;" (3) continuance of ex- 
pensive litigation over rates, for the 
uncertainty of the law offers chances to 
the utilities for a profitable outcome and 
anyway the burden of this expense 
ordinarily falls on consumers wherever 
rates have not reached or surpassed the 





1 See Senate Resolution 80, 71st Congress, First Ses- 
sion, June 4, 1929; New York, Laws of 1929, c. 673; 
Massachusetts, Acts and Resolves, 1929, c. 55. These 
are conveniently reproduced in Bulletin No. 12, July 
II, 1929, of Public Utilities and Carriers’ Service, edited 
by David E. Lilienthal for Commerce Clearing House, 

ne. 


marginal value of service. From the 
standpoint of consumers, and of the 
long-time interests of investors, these are 
not, on the whole, desirable results. 


The Minority Opinion 

Inevitably Mr. Justice Brandeis may 
expect challenges and counter-attacks. 
In this note one can do no more than 
mention some of the outstanding areas 
of conflict. 

Some persons are likely not to agree 
with his methods of finding the intent of 
Congress. Many of the statutes men- 
tioned seem rather far removed from an 
intent to define what should be con- 
sidered in a railroad’s rate-base; they 
were directed to specific problems and 
only by inference bear upon the valua- 
tion problem. More directly in point, 
there is room for argument whether or 
not Congress intended to preclude a 
ratesbase shifting according to price 
movements by increasing the allowable 
rate of return over the war guarantee. 

Another line of argument might be 
directed against using the “hard times” 
of the railroads, so far as caused by 
government-induced competition, to de- 
flate the rate-base used for recapture of 
a particular carrier’s income. In this con- 
nection, it is rather curious that in an 
opinion of such scope the economic rela- 
tionships of the strong-and-weak road 
and consolidation problems to valuation 
were not mentioned. 

Most criticism, however, will prob- 
ably be leveled against the related treat- 
ment of managerial efficiency, functional 
depreciation, and the substitute plant 
theory. Indeed, one such discussion 
other than periodical articles has already 
appeared.” This phase of the Brandeis 
opinion savors most strongly of his well- 





12Address by Cecil F. Elmes, of Chicago, before the 
Presidents’ Conference Committee, Pittsburg—Chicago 
group, delivered at Toronto on June 24, 1929. 
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known views on prudent investment. 
The picture he draws of sleepy railroad 
management is vivid; yet even though 
substantially correct, how valid is his 
point, as a matter of policy in recaptur- 
ing excess income, when the railroads 
have made rates neither under the pru- 
dent investment theory nor under the 
most inflated of reproduction cost theor- 
ies? If the carriers had charged rates 
to yield the statutory return or more on 
the most enhanced rate-base, there 
would be more “bite” to his point that 
modernization should have been cared 
for. The substitute plant theory, which 
is joined with these matters, offers many 
complications which deserve a thorough 
airing. 


WW abash, St. Louis & Pacific Railway Co. v. Lilinois, 
118 U.S. 557 (1886). 


Whatever may be the merits of these 
and other points, in both majority and 
minority opinions, there can be little 
question that the disposition of the case 
evidences an evasive judicial policy on 
valuation. How long will it be before 
we try another tack—a stable rate-base 
with a fluctuating rate of return intel- 
ligently linked to the financial require- 
ments of the industry and the equities 
of classes of investors changing with 
shifting prices? This alternative pre- 
sumably would require legislative ac- 
tion and a relaxing of the policy of 
judicial direction of the Commission. 
In that event, the O’Fallon case, paral- 
leling in influence the Wabash case” 
which led to the establishment of the 
Commission, may mark a turning point 
in the history of railroad regulation. 

E. W. Moreuouse. 





SOME COMMENTS ON “INCREMENTS IN SUBDIVIDED 
LAND VALUES IN TWENTY CHICAGO PROPERTIES’’* 


tions of such data as are presented 

in this study, as well as their ob- 
viously practical import, demand tbe 
utmost care in all handling and discus- 
sion of them. The additional observa- 
tions offered below seem to the writer to 
be necessary for a clear understanding 
of the problems raised. 


t= possible theoretical implica- 


*Editorial Note. The article commented upon by Mr. 
Woodbury was prepared by Howard L. Shannon and 
H. Morton Bodfish and appeared in this Journal in 
February, 1929, pp. 29-47. In publishing these com- 
ments the editors follow their established policy of en- 
couraging full and free discussion of subjects presented 
in the Fournal when such discussion is based upon in- 
telligently reasoned analysis. This policy applies to 
contributions by members of the Institute staff, as well 
as to contributions from outsiders. Page references are 
to this article. 

1Throughout the article the buying and selling of 
vacant urban land is described as an investment. 
It seems to the writer that the correct word is specula- 
tion. Admittedly the line of separation is hard to draw; 


The chief comment concerns the meth- 
od of measuring gains and losses'. The 
writers occasionally measure an incre- 
ment or decrement in value as a per- 
centage of the purchase price? but in the 
majority of cases as a percentage of sales 
price Both seem to be unfortunate. 
Obviously for many speculators in urban 


yet the extremes in each class are easily recognized and 
the distinction seems well worth making. On pages 7 
and 8 of Lagerquist’s Investment Analysis (Chicago: 
A. W. Shaw Co., 1924) the point is discussed and the 
most fundamental distinction between investment and 
speculation is said to be that “the investor buys to 
procure the income from the principal while the specu- 
lator buys to secure the profits that may accrue in a 
realized appreciation of the principal.” This is in accord 
with common usage and is by no means a minor dif- 
ferentiation. In the case of vacant urban land the 
common misuse of these terms undoubtedly has en- 
couraged unwary and inexperienced persons to make 
unwise purchases. 


2 Table VI, p. 39. 
5 Pp. 38, 39, 41, 44. 
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land the original purchase price repre- 
sents a small part of the funds hazarded, 
since payments of taxes, assessments and 
interest foregone represent additional 
investments which yield no current 
income in the case of vacant land. This 
is clearly pointed out in the article. At 
the same time, use of the selling price 
seems equally undesirable. As far as the 
writer knows, it makes the percentage 
figures obtained wholly incomparable 
with those of similar ventures in other 
fields. Furthermore, it has the serious 
statistical weakness that the greater the 
gain the larger the base against which it 
is compared and therefore the smaller 
the percentage figure, but the greater 
the loss the smaller the base against 
which it is computed and therefore the 
larger the percentage figure. 

The reasonable basis is neither of these 
but one not used at all in the article, 
namely, the purchase price plus all car- 
rying charges (taxes, assessments, mis- 
cellaneous expenditures) compounded at 
a given rate. This figure represents 
fairly accurately the accumulated amount 
of funds which the owner has at stake 
when he sells and is the amount which he 
must realize in the sale in order not to 
lose. Therefore, a gain or loss reckoned 
from this amount is most logically pre- 
sented as a percentage of it. Further- 


more, gain or loss as a percentage of this 
amount gives a usable figure when the 
returns in land speculations are com- 
pared with other possible speculations 
and with investments of all kinds. 

Table X‘ contains a rather significant 
error which should be corrected. The 
second and third classes in “Number of 
Years Held” have been incorrectly di- 
vided and because of their small size the 
result is greatly affected. The accom- 
panying Table I gives the corrected 
figures with the addition of a figure of 
gain and loss as a percentage of purchase 
price plus carrying charges. The totals 
in Table I differ by a few dollars from 
those given in the original Table X but 
this is merely because they were com- 
puted from the preceding tables in that 
article in which fractions of a dollar were 
dropped, whereas Table I was taken 
from Mr. Shannon’s thesis in which this 
was not done. The designation in origi- 
nal Table X, ‘Sales Value of Properties, 
1925” is a mistake, for the figure is the 
aggregate value of all sales regardless of 
the date made. 

These changes throw into some ques- 
tion the “definite conclusion” that 
“vacant outlying subdivided land is a 
good investment for short periods only” 





4P. 44. 


TaBLeE I. INCREMENTS AND DECREMENTS OF VALUE BY LENGTH oF PERIODS oF Ho .pING. 




















Number of Years Held 
5 But Less | 10 But Less| 15 But Less | 20 and More 
Less thans | Than1to Than 15 Than 20 

Number of Properties...............--- 15 8 5 6 9 
Aggregate Sales Value................. $86,812 $59,733 $33, 500 $42,405 $74, 800 
Purchase Price plus Carrying Charges....} 51,549 47,558 26, 828 45,116 92,171 
Increment or Decrement .............-. 35,252 12,171 6,660 2,706 -17,376 
Increment or Decrement as Percentage 

of Selling Price..............00e000 40.6% 20.4% 19.9% 6.4% -23.2% 
Increment or Decrement as Percentage 

of Purchase Price plus Carrying 

CRE oo acs ac cwshice sc nalcnawernnes 68.4% 25.6% 24.8% -6.0% -18.9% 
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(p. 46) as far as these data are concerned. 
This doubt is supported by Table II 
below which shows the number of gain- 


TasB_Le II. Numser or GAINING AND LosinG TRANS- 
ACTIONS BY LENGTHS OF PERIODS oF HOLDING. 














Length of Holding Total | Gaining | Losing 
(On SE ee ee 43 26 17 
Less than § years ....... 15 12 4 
shYears but less than 10 

ee ere 8 4 4 
10 Years but less than 15 

OS TAREE * 3 2 
15 Years but less than 20 

EE err 6 2 4 
20 Years or more........ 9 5 4 














ing and losing speculations. Except in 
the very shortest holding, the number of 
net gains and losses is remarkably con- 
stant. This table is required because the 
amounts involved in different specula- 
tions varied so enormously that neglect- 
ing their lack of uniformity is misleading. 
For example, in the 10-15 year group 
the total increments were $10,835 and 
the total decrements $4,175, a net gain 
of $6,660. Yet of the $10,835 total in- 
crement, $7,216 was contributed by one 
transaction. Furthermore, the sales 
price of this one piece was $13,000 which 
was $4,500 more than the next largest 
transaction. In the class of holding for 
20 years or more, the total increment 
was $11,145 and the total decrement 
$28,521, a net decrement of $17,376. 
The largest loss was $14,389, or over 50% 
of the total. Other less striking examp- 
les can be found. In other words, ag- 


gregates of small groups made up of non- 
uniform items are most dangerous figures 
from which to draw conclusions. 

The piling up of carrying charges over 
a long period threatening to wipe out all 
possible gains in value is an indisputable 
fact. But, as far as the data of this 
project are concerned, the treatment 
given has apparently prevented a further 
search for factors determining gaining or 
losing speculations. The mistaken infer- 
ences from the original Table X seemed 
to make the length of holding the de- 
termining factor and systematic search 
for other influences was abandoned. 
The “very active real estate market con- 
ditions in 1925 in Chicago” are dismissed 
with a mere reference’ and no mention is 
made of market conditions in other peri- 
ods, except in footnote 21 on page 38. 

Certainly one other hypothesis de- 
serves testing, namely, that gains in real 
estate speculation like all other specula- 
tions, are dependent to a considerable 
degree on the condition of the market in 
which the sale is made. The “boom- 
depression” character of subdivision 
activity is unquestioned. In the Chica- 
go area two major peaks have occurred, 
at the World’s Fair period and again 
about 1925. The figures of lots recorded 
for sale in Cook County and in the Chi- 
cago Region, a fair index of market activ- 
ity in vacant subdivision land, both 
show that the peak years in the former 
boom were 1888, 1889, and 1890 and in 





5P. 46. 


TaB_e III. INcREMENTS AND DECREMENTS IN VALUES BY TIMES oF SALES. 











Aggregate Percent.| Length of 
Number Purchase Increment of Hold- 
Time of Sale of Price Plus or Gain ing (in 
Speculations Carrying Decrement or Years) 
Costs Loss 
In “Boom” Years*.................. 25 $188,801 $45,607 24.2 13.8 
In Other Than “Boom” Years.......... 18 74,421 —11,536 = |—15.5 10.8 




















*1888, 1889, 1890, 1924, 1925. 
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TasBLe IV. NumsBeEr or GAINING AND LosING TRANSACTIONS BY TIMES OF SALES. 














Number of Sales 

In “Boom” Years In Other Than “Boom” Years 

Length of Holdings Total Total Gaining Losing Total Gaining | Losing 
PRMD oseis cc. ccsisieis cine st cicialoe'g 43 25 17 8 18 9 9 
Less than 5 Years .......... 15 10 9 I 5 3 2 
5 Years but less than Io .... 8 4 a 2 4 2 2 
1o years but less than 15 .... 5 I I ° 4 2 2 
15 Years but less than 20 ... 6 3 ° 3 3 2 1 
20 Years and Longer ....... 9 7 5 2 2 ° 2 


























the latter 1924, 1925, and 1926. The 
study does not include 1926; therefore 
only the 5 years, 1888, 1889, 1890, 1924, 
and 1925 may be taken as “boom” years. 
Classifying all speculations as those con- 
cluded in “boom” years and those con- 
cluded in other than “boom” years gives 
the interesting result of Table III. With 
a fairly equal division between the two 
classes, the sales in the “boom” years 
averaged a substantial gain while sales in 
other than “boom” years showed a loss, 
although the average length of holding of 
the latter class was less thanin the former. 

Table IV shows the result of this class- 
ification regardless of size of holding. 
Slightly more than 34 of the speculations 
ending in “boom” years showed net 
gains, while in the slack years exactly 4% 
ended with net losses. 

The data of this study warrant no con- 
clusions on this hypothesis because of 
the insufficiency of the data mentioned. 
It seems quite clear, however, that in 


suggesting lines of comparison in more 
extensive studies, the condition of the 
real estate market at time of sale de- 
serves at least as much attention as the 
length of holding. (A variant of this 
which was impossible to analyze with 
the data at hand is the result of duying 
in a boom and then selling in a slack 
year). If more complete studies bear 
out the hypothesis presented here, the 
theoretical implications of the carrying 
charges must be carefully examined. 
The question might well be put whether 
all of the interest charges based on an 
inflated purchase price are in any way 
connected with the income or rent of the 
lot in question. 

This paper is in no sense an appraisal 
of the former article. Only points of 
difference have been mentioned on the 
supposition that the merits of the origi- 
nal article are sufficiently obvious to all 
readers. 

CoteMAN Woopsury. 











BOOK REVIEWS 


Splawn, Walter M. W. GovERNMENT Own- 
ERSHIP AND OPERATION OF RAILROADS. 
New York: Macmillan Co., 1928. pp. xix, 


408. $5. 


The first part of the book (259 pages) 
is a brief survey of the results of railway 
management and operation in different 
countries of the world. The type of 
ownership and a brief historical sketch 
of railroad development in each of the 
principal countries is presented in con- 
nection with selected statistics relative 
to mileage, investment, equipment, pas- 
senger and freight traffic data, operating 
results and average charges. These data 
are mostly for the year 1926. Money 
values are expressed in dollars and all 
other units are reduced to those with 
which we are familiar in this country. 
Sources are invariably indicated. Rail- 
road maps of the several countries are 
reproduced but are of questionable value 
on account of their small size. A railroad 
map of Germany, for instance, restricted 
to half a page cannot be of any great 
service. The most such maps can show is 
the general location of railroads and the 
relationship of railroad mileage to area. 

The second half of this treatise is de- 
voted to a comparison of railroad oper- 
ation and development in foreign coun- 
tries with conditions in the United 
States and to an analysis of arguments 
for and against government ownership 
and operation. In making such contrasts 
it is recognized that a comparison of 
costs and rates and operating statistics 
alone is not conclusive. Fundamental 
operating and traffic conditions differ 
widely. In Belgium, for example, the 
cost of construction per mile of line is 
$272,729, in the United States the 
investment in road and equipment is 
less than $100,000 per mile; the length 


of haul per ton of freight in Belgium is 
about 63 miles; in the United States it 
averages over 300 miles; Belgium’s rail- 
roads collected an average rate of 3.86 
cents per ton-mile; the average ton-mile 
revenues in the United States were 
1.095 cents for 1927. In discussing 
freight revenues or ton-mile rates no 
mention is made of the fact that in most, 
if not all, European countries the charges 
collected by the railroads for transport- 
ing less-than-carload freight also cover 
collection and delivery service as well as 
rail service. All this would indicate that 
comparisons of bare and unexplained 
unit statistics are by no means con- 
clusive. The author appears to appreci- 
ate this fact and does not attribute the 
lower ton-mile charges of American rail- 
roads solely to the greater efficiency and 
economy caused by private ownership 
as certain private ownership proponents 
have so often done in the past. 

In his studies the author arrives at the 
general conclusion that those foreign 
countries organized as autocratic govern- 
ments are more successful in operating 
their railroads as government enter- 
prises than the countries in which the 
citizens exercise more direct control. 
Under the Dawes plan the German 
Government has relinquished the opera- 
tion of its railway system by a govern- 
ment bureau and has organized the 
German State Railway Company, as a 
trustee for the State, to operate the 
33,142 miles of railroad, constituting 
the largest system under a single man- 
agement in the world. The management 
is vested in a Board of Directors and a 
Board of Managers, while ownership 
still remains lodged in the State. Re- 
ports not available at the time the data 
for this book were gathered show that 
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this Company has been able to reduce 
the number of employees 30%, although 
freight and passenger business has not 
increased appreciably; the old, four- 
class passenger system has been changed 
to a two-class system; fewer locomotives 
are in use; freight cars of larger capacity 
are used; longer freight trains are oper- 
ated; and great economies are made in 
costs of repairing equipment. A marked 
operating efficiency is noted. Other 
European countries which find it diffi- 
cult to balance their railroad budget 
may have to adopt the policy followed 
by Germany in this respect. 

The experience of the United States 
Government in operating the railroads 
during the war period is accorded a 
whole chapter. This experience, it ap- 
pears in the opinion of the author, is an 
argument against government ownership 
and operation of railroads in the United 
States. Number of employees increased 
greatly and the efficiency of operation 
was lowered, he says. This statement 
is unfortunately true but the conclusion 
he derives from these facts that “this 
great increase in the number of employ- 
ees far beyond any increase in volume of 
business constitutes a standing indict- 
ment against government operation of 
railroads” is not well founded. He over- 
looks the fact that there was a similar 
reduction of labor output in private in- 
dustry. The shortage of labor, because 
of war conditions, was universal and 
that was inevitably accompanied by a 
reduction in efficiency. 

That the railroad administration 
should have advanced freight rates so as 
to balance more nearly the budget is 
another of the author’s criticisms of 
our experiment with government oper- 
ation of railroads. Many share this 
point of view. Others, including Walker 


D. Hines, formerly director-general of 
railways, believe that this burden would 
have been greater, if rates had been ma- 
terially raised during the period of 
government operation, than it actually 
was through the failure of the Railroad 
Administration to bring operating reven- 
ues up to the level of operating expenses 
plus fixed charges and thus shift the 
deficit to the Federal Treasury. 

The reasons ordinarily advanced for 
government ownership of railroads as a 
permanent policy for the United States 
are examined and analyzed. The present 
system of regulation is strongly upheld. 
Mr. Splawn believes that before private 
ownership and operation is abandoned 
in this country it should be clearly 
proven that such a change would result 
in “better service for the same cost or 
in as good service for less cost.” The 
arguments generally advanced along this 
line by government ownership advocates 
are by no means convincing. Some argue 
that the railroads exert a pernicious in- 
fluence on the politics of the country. 
In days gone by that was more true than 
it is at the present time under a more 
extended system of federal and state 
regulation. Placing railroads under 
government management would put 
them more into politics than they now 
are; conditions of employment, rates, 
new construction and extension of lines 
would be in the hands of political parties 
and politicians. If a policy of public 
ownership and operation of railroads is 
ever to be adopted it should await 
“gradual development under the slow 
processes of evolution.” 

The bibliography is especially valu- 
able because it comprises a list of docu- 
ments and reports covering railway 
financial statistics of foreign countries. 

Henry R. TRuMBoWER. 
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National Association of Railroad and Utilities 
Commissioners. PRocEEDINGS, ForTI- 
ETH ANNUAL CoNVENTION, 1928. (New 
York: 1929). pp. xii, 548. $5. 

Omitting the informal portions, the pro- 
ceedings of a convention are often a good 
index of what is uppermost in the minds of 
members of an association, at least, of those 
members who at the moment direct its pro- 
gram. The “theme of this convention,” said 
President Wells (p. 200), is “the preservation 
of state’s rights.” The antipathy of state of- 
ficials to centralization of regulatory func- 
tions in federal agencies crops out in several 
places—control of railroads, motor carriers, 
air carriers, and electric utilities. The ex- 
periences of the state commissioners in the 
cooperative arrangements with the Inter- 
state Commerce Commission lead these state 
officials to oppose thorough-going Federal 
regulation of motor carriers and Federal in- 
vestigation of electric utility holding com- 
panies, and to fear Federal Encroachments in 
controlling electric utilities. The dangers of 
too much centralization are very real, yet 
utility corporations cannot be rigidly kept 
within state boundaries, and there is danger 
lest the increasingly serious problems of di- 
vided jurisdiction reduce or destroy the ef- 
fectiveness of our whole scheme of regula- 
tion. Here is a basic problem of government 
the solution of which requires statesmanship 
of a high order, but constructive suggestions 
to this end were not noted very frequently 
in these proceedings. 

Aside from these problems in railroad 
regulation the Commissioners seemed most 
occupied with the difficulties attending 
motor carrier regulation, control and in- 
vestigation of electric utility holding com- 

anies, and supervision of airplane carriers. 
he bulk of the Association members ap- 
peared to support the Parker bill in the 
drafting of which the Committee on Motor 
Vehicle Legislation cooperated. In the 
discussion of the Committee report and of 
addresses by three representatives of motor 
carrier interests, the issue of preserving state 
jurisdiction was uppermost. The report of 
the Committee on Capitalization and Inter- 
corporate Relations, which recommended 
greater control over holding companies, was 
reviewed in a recent issue of this Fournal 
The discussion following this report was not 


as spirited as that following Mr. Erickson’s” 
address at the preceding convention, but. 
some of the difficulties of the Commissioners’ 
were recounted. That control over airplane” 
carriers has been obtained in some states’ 
and is being urged in others was brought out | 
in one of the later sessions. 

Of several able and informative reports. 
to the Convention perhaps the most sig. 
nificant was that of the Special Committee. 
on Generation and Distribution of Electri¢’ 
Power, headed by Commissioner Kanne- 
berg of Wisconsin. It is a study of unit costs” 
to show the relative advantages of large and 
small-scale operations in both steam and 
water power systems. From lack of com- 
parable data, only Wisconsin properties were’ 
taken. The report “indicates” that in-7 
dependent systems with an output of 8 to” 
10,000,000 kw.h. a year can compete in! 
operating economies with the huge central 7 
stations of super-power systems. Although 
this report may not be free from imperfec- 
tions when closely studied, it exemplifies a” 
very worth-while She ma of this Association | 
which should be encouraged and extended in | 
the interest of scientific administrative 


practice. 
E. W. MoreEnouse. 
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